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A Banker’s Diary 


Mid-May—Mid-June 


DURING the month under review, discount rates have 
been gradually hardening. During most of May, the 
n. average tender rate for Treasury bills was 
ll only just over } per cent., but on June 7 
Market it rose practically to ,°; per cent., and on 
June 14 to just over |) per cent. One 
cause of this increase may prove very temporary, for at the 
beginning of June the clearing banks ceased from buying 
bills, as they wished to have cash in readiness for the end 
of the half-year. Also simultaneously, on May 24 the 
weekly allotments of Treasury bills were increased from 
£35-0 to £40-0 millions, and for the moment all these 
additional bills have had to be taken up by the market 
or by institutions other than the clearing banks. In 
these circumstances it is not surprising that the market 
rate for hot Treasury bills has hardened from } per cent. 
we just over 3 per cent., or that the rate for three months’ 
bank bills rose from 3—,°; per cent. to ? per cent. Money 
has been very plentiful, for while the banks have been 
unwilling to lock their funds up in bills, they were ready 
to lend at call or short notice, for these loans could be 
called before the end of the half-year. Some money has 
also been lent into July at 3 and 1 per cent. Once the 
end of the half-year has been passed, these special con- 
ditions will cease to exist, and the banks will once more 
be free to buy bills. Hence a decline in discount rates 
during early July would not be surprising. 


THERE is one factor which may help to check any fall in 
discount rates during early July. This is the growth in 
7 the floating debt, which is illustrated by 

E lhe the following table. Treasury bills are 
ea divided into tender issues and tap issues, 

in order to bring out the much heavier 

increase in tender issues which has occurred this year. 
The increase in the floating debt ({67-9 millions against 
{36-8 millions) is partly due to a slightly greater revenue 
deficit, and also to last April’s repayment of {10-1 millions 
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Treasury bonds in cash. A year ago the Treasury 
was also deriving funds from the 3 per cent. Funding 
Loan issue. 

Mar. 31, Juneg, Mar 31, June 8, 
1934 1934 1935 1935 


£ mill. £ mill. £ mill. £ mill. 
Treasury bills 


(a) tender ... ‘is ... 4560°6 498-6 360-4 465-0 

(b) tap ie wes 34392 303°5 438-9 404°7 
Ways and Means Advances _— 

(a) from Public Depts. ...  44°9 19°4 34°1 24°9 

(b) from Bank _... ow TE nil nil 6-7 
Total Floating Debt oo. 844°7 881-5 833°4 goI-3 


TENDER issues of Treasury bills, have increased by £104-6 
millions this year, against only £42-0 millions last year, and 
this is mainly due to declines this year of {34-2 millions in 
tap issues and of {9-2 millions in Ways and Means 
Advances from Public Departments. These last move- 
ments may be connected with the Exchange Equalisation 
Account’s support of the franc, for as the Account buys 
francs and gold it has to let Treasury bills run off. This 
means that less Treasury bills are issued through the t tap 
and more have to be issued by tender. So long as the 
franc needs supporting, tender issues are therefore likely 
to increase, and this will help to hold up discount rates. 
If the franc rallies, so that the Exchange Equalisation 
Account has to sell gold or francs and take up fresh 
Treasury bills, then the tender issues may be reduced, and 
discount rates may become easier. 
THE world’s foreign exchange markets have recently been 
overshadowed by the crisis of the franc. Fora time it was 
. almost touch-and-go whether the franc 
_ The would not be hurriedly devalued, with the 
Bo ol consequent break-up of the Gold Bloc. 
rhe flight of funds from Paris began toward 
the end of May. The Banque de France sought to counter 
it by raising its discount rate to 6 per cent., but this move 
proved ineffective, the more so as there were grave 
doubts whether the Government would be able to finance 
its immediate needs without resorting to inflation. 
Speculators at once stepped in and increased the pressure, 
and when the French Government fell at the end of May, 
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three months’ francs were quoted in London at Frs. 7 
discount, equivalent to 37 per cent. per annum. The spot 
franc rate was held at about Frs. 75 by the British control, 
but the franc-dollar cross-rate moved well beyond the 
gold export point, and heavy shipments of gold were 
made to New York. Purchases of forward dollars against 
forward francs also sent the forward dollar rate in London 
to over 2 cents premium. After a week of uncertainty, 
M. Laval succeeded in forming a Government, and since 
then the exchange market has become quieter. Bears of 
francs, however, have so far been in no great hurry to 
cover, and three months, francs only narrowed to Frs. 2 
discount. The Paris crisis naturally had repercussions 
elsewhere in the Gold Bloc, and the Netherlands Bank 
raised its rate at the end of May from 4 to 5 per cent. 
The Swiss referendum held on June 2 went in favour of 
the Government, but the majority was not large, and the 
Swiss franc has remained weak, together with the other 
Gold Bloc currencies. In the middle of June the prevail- 
ing impression was that the French crisis had been staved 
off until the autumn, but no one felt very much confidence 
in the outlook. 


DuRING May the clearing banks bought Treasury bills 
more freely, partly because there were more bills on 
offer; for the total supply of Treasury bills 

May issued by tender rose from £377 millions 
eens in April to £421 millions in May. Discounts 
Averages therefore rose from {199-6 to {217-6 mil- 
lions. Call and short loans were also 

increased from {137-3 to {142-0 millions, which again 
reflects the expansion in the supply of Treasury bills. 
Investments were practically unchanged at {619-9 mil- 
lions, while advances fell from £774-7 to £770-4 millions. 
Cash rose from {217-2 to (218-7 millions. The only 
change of any magnitude in the hanks’ assets was the 
increase of {18-2 millions in discounts, and this mainly 
explains the increase from £1,940°4 to £1,961-°5 millions 
in deposits. The ratio of cash to de posits remains un- 
altered at 11-2 per cent. Compared with a year ago cash 
has risen from {217-9 to {218-7 millions, call and short 
loans from {130-8 to {142-0 millions, investments 
from £541-°5 to £619-9 millions, advances from £754-8 
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to £770°4 millions. Discounts have fallen from £222:5 
to {217°6 millions. Balances with other banks and 
cheques in course of collection have risen from £44-9 to 
£49°3 millions. This shows that more cheques may now 
be outstanding on the dates on which the accounts are 
made up, and if so money must be circulating more freely. 
Deposits have risen from {£1,858-2 to £1,961°5 millions, 
while the cash ratio has fallen from 11-7 to 11-2 per cent. 


THE May trade returns show a considerable improvement 
over last month and also over May, 1934. Comparing 
May, 1935, with May, 1934, raw material imports 
have risen from {16-9 millions to {18-4 millions. 
Imports of raw wool alone showed an increase of {1-1 
millions. Imports of manufactured goods increased 
from {14-9 millions to {15-8 millions, the largest increases 
being in non-ferrous metals and oils. The returns are 
summarised below :— 





e May May, April, May, 
verseas 193¢ 1935 1935 
Trade es = _ 
£mill. fmill. £ mill. 

Imports... oo én oo. 62-8 59°8 64°5 
Exports... ey ae se SSS 33°0 35°2 
Re-exports ee sed ws 8 4°2 5-6 
Total exports oe _ a 25% 37°2 40°8 


Exports of British manufactured goods have also risen 
from {25-1 millions to {27-1 millions. The main increases 
are in iron and steel, machinery and vehicles, and the 
only large decrease is in exports of woollen and worsted 
yarns and manufactures. 


DuRING the past month a mysterious crisis has developed 
in Danzig, and in early June it culminated in a panic 
which necessitated the partial closing of 

The Danzig the banks and the introduction of severe 
Crisis exchange restrictions based on the German 
model. It will be recalled that last April 

the gulden was devalued by 42-37 per cent., with the 
result that one gulden became equal to one zloty, but 
during the recent crisis people were bidding four gulden 
notes for one zloty note. It is not easy to understand how 
this panic arose. The Danzig trade balance has always 
been satisfactory, the Bank of Danzig’s return still shows 

B 
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an adequate gold cover, and until eighteen months 
ago the gulden ranked as one of the soundest currencies 
in Europe. Various rumours have naturally arisen. Since 
the Nazis won power in Danzig in 1933, Germany may 
have been assisting Danzig financially, and this may 
have created a false sense of prosperity. Then last April 
came the Danzig elections, which were a very qualified 
success for the Nazis, and it has been suggested that after 
the elections German assistance was suddenly cut off. 
There are also rumours that part of the Bank of Danzig’s 
gold reserves may have been transferred to Berlin, and 
that the Nazi public works programme may have thrown 
the budget out of gear. It is difficult either to prove or 
disprove these rumours, and so it is easy to understand 
how a panic has arisen. Poland has apparently been 
supporting the gulden in a quiet and unofficial manner, 
and the crisis should soon be relieved. Still much more 
financial information is needed before confidence can be 
completely restored. 


AT the recent general meeting of the Ottoman Bank, 
Sir Herbert Lawrence had a fairly encouraging account 
to give of conditions in the countries 

The served by the bank. Last autumn there 
was a remarkable revival of export trade 
in Turkey, due, in the main, to the stimu- 
lation of exports by clearing agreements and to increased 
purchases by Germany. This led to an expansion in the 
central bank’s bill portfolio, but did not provide much 
free exchange, as most of the new exports were paid for 
through various clearings. Since Sir Herbert spoke, 
news has come from Constantinople of the conclusion of 
a new Anglo-Turkish Trade and Payments Agreement, 
drafted in such a way as to leave a balance available for 
the discharge of outstanding Turkish liabilities to the 
United Kingdom. Sir Herbert alluded to the limitations 
placed on the activities of the Ottoman Bank by the 
Turkish system of exchange restrictions and clearings, 
so it is possible that the Ottoman Bank will derive some 
direct benefit from the new British Agreement. Reports 
from other areas served by the bank are satisfactory, 
but any improvement in profits has been minimised by the 
low level of short-term interest rates in Paris and London 
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during 1934 and by the continued need of providing for 
bad and doubtful debts and for clearing up exceptional 
difficulties which arose in the troubled period immediately 
after the war. 


Glasgow and the Bank 


URING early June, the Bank of England twice 
D intervened in the affairs of the City of London, 

and on each occasion its intervention gave rise 
to some comment. It is true that the Bank possesses no 
statutory powers over other City institutions, and no one 
is by law compelled to comply with its requests. Yet 
the Bank is known to be the agent of the Government 
in financial matters, and its actions are also known to be 
entirely disinterested. The City, therefore, complies 
with the Bank’s wishes with the utmost loyalty. Indeed, 
there is much to be said for this unofficial exercise of 
authority, for were it not effective, the Government 
might have to assume certain statutory powers which 
would interfere with the freedom of the City to conduct 
its own affairs. It is much better that the City should 
give heed to the relatively elastic wishes of the Bank of 
England, than that it should have to make a formal and 
rigid approach to a Government Department through 
the proper official channels, with all the attendant delay. 
Hence, so long as the Bank uses its authority wisely, it 
is in the City’s interest that the Bank should continue 
to do so. 

This brief statement may help to neutralise a lot of 
the ignorant talk which is heard from time to time 
regarding the so-called arbitrary powers of the Bank. 
It also enables us to consider each of the two recent 
interventions strictly upon its merits. The first inter- 
vention consisted of a request to the City not to engage 
in forward operations in gold bullion, in cases where 
such operations were speculative in character. The 
second intervention consisted of advice regarding the 
terms on which the City of Glasgow was seeking to 
raise a loan. 

The first case is discussed in connection with the 
franc on a later page. Coming now to the second case, 

B2 
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like most other municipalities, Glasgow was desirous of 
funding outstanding loans which had been raised when 
money was dearer. The actual loan it wished to fund 
carried interest at 5} per cent. To judge from the 
revealed facts, it approached an Issuing House, which 
promptly consulted the Bank of England regarding the 
date and terms of issue. In due course it was informed 
that the time was ripe for a Glasgow issue, but that 
the issue should take the form of 3 per cent. stock at a 
price of 99. Glasgow, however, held out for an issue 
price of ror, and when it found that the City, at the 
Bank’s behest, was adamant, it decided not to float 
a loan at all, but to raise money on mortgage locally 
in order to pay off the old loan. This decision aroused 
public comment, with the result that on June 12 the 
Government broker issued the following statement :— 
The extent to which the Bank of England intervenes is that, 
in compliance with the express request of the Chancellor of the 
Exchequer, it considers Corporation or other trustee loan pro- 
posals that are submitted to it with a view to agreeing the 
amount of the proposed loan and the date of its issue in order 
to obviate overlapping and congestion. An opinion may also 
be expressed in regard to the terms of the issue having regard 
to the experience of the bank and the market as to the terms 
most likely to ensure subscription and avoid underwriting 
congestion which might interfere with subsequent municipal 
loans or with a Government loan. Obviously it is not in the 
interest of the bank to suggest a higher rate of interest than is 
necessary. The advice of the bank after close co-operation with 
the market is given in the best interests not of any individual 
borrower but of municipal borrowers as a whole, and of the 
investing public. 

This statement explains the exact position quite 
clearly. When the Government, through its own con- 
version operations, ushered in the present period of 
cheap money, it was obvious that practically every 
municipality in the Kingdom would rush to convert as 
much of its funded debt as it could. Without control, 
chaos would quickly have arisen, and underwriters and 
the stock exchange would have been saddled with a mass 
of stock which the investor could not absorb. Before 
long, municipal conversion operations would have been 
brought to a standstill, because no one could have 
taken up the new stock. The Government, therefore, 
decided very wisely that no issue of trustee stock should 
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be made without the leave of the Bank of England, and 
the Bank was charged with the duty of forming a 
queue of applicants and ensuring that issues were only 
made in such amounts and at such dates as to avoid 
over-lapping or congestion. There was no statutory 
power behind this arrangement, but it was completely 
effective, for had any issue been made in defiance of the 
Bank, the Stock Exchange Committee would have 
refused leave to deal. This arrangement was entirely 
in the public interest, including that of underwriters, 
investors, and last, but not least, the borrowers themselves. 

The Bank does not advise in such a way as to prevent 
borrowers from obtaining the most favourable terms. 
Were it to do so, it would be working in opposition to 
one of the major rules of Government policy, namely, the 
lowering of the long-term rate of interest. For this 
reason alone the Bank would be only too anxious to see 
that municipal loans were placed on the cheapest possible 
basis. On the other hand it is essential that each loan 
should be subscribed at once. Each time a loan hangs 
fire and has to be carried by the underwriters, the way 
is blocked for the next loan on the list. This was proved 
only too clearly last winter, when several loans were 
left with the underwriters, with the result that further 
issues had to be suspended for over four months. 

A corporation that insists on too favourable terms 
thus only ends in spoiling the market for the remainder, 
and that is why it is right for the Bank to advise on the 
terms. Two further sources of misconception may also 
be removed. The first arises out of the heavy over- 
subscription of one or two loans which have recently 
been placed. “If so-and-so’s loan was_ subscribed 
twenty times over,’ it may be asked, “is not that clear 
proof that the stock was offered at too cheap a price? ”’ 
The answer is that the difference between success and 
failure in this field is very fine. Large investors, both 
private and institutional, are accustomed to work out 
these calculations to the last place of decimals, and in 
consequence a loan might well be ten times over- 
subscribed at 99 and prove a complete failure if offered 
at par. The other misconception is that “if the town of 
X— could place its loan at 99 last year, why should we, 
Y—, have to offer ror to-day? Surely our credit is as 
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good as that of X—?”’ This at once raises the question 
of local prestige, which makes it all the harder to give a 
convincing answer. Yet the explanation is plain to all. 
Everything depends upon the state of the gilt-edged 
market. If you asked the Borough Treasurer of X— 
whether it was reasonable that he could only sell his 
War Loan at 105#, whereas his colleague in Y— sold 
his War Loan several months ago at 107, he would at 
once scorn the suggestion that this was evidence that 
his colleague’s personal credit stood higher than his own. 
Yet it is just as absurd to argue that one town ought to 
be able to borrow on the same terms as another, when, 
in fact, they come into the market at different times 
and when different circumstances prevail. 

As far as Glasgow’s decision to resort to local 
borrowing is concerned, there is no real question of 
principle involved at all. If Glasgow can do better 
locally, it is free to do so, and if it has to supplement 
its new borrowing with short-term loans from its bankers, 
then the banking world will reply that all is grist which 
comes to the mill. Whether Glasgow is acting wisely 
from its own point of view is another question which 
time alone can answer. Apparently cheap borrowing 
may prove dear in the long run, and if Glasgow changes 
its mind and comes back to the City, it will find itself 
at the tail of the queue. 

Meanwhile the case for the regulation of municipal 
borrowing stands good. There are obvious advantages 
in orderly borrowing, conducted in such a way as to 
take account of current market conditions. Now that 
finance is likely to be needed for railway electrification, 
rehousing, and other public works, it becomes still more 
essential to ensure that the market does not become 
congested, or potential investors frightened away by 
one or two conspicuous features. It is easy to see how 
galling it was to Glasgow to be advised to offer its 
3 per cent. loan at just under, instead of just over, par. 
Yet the needs of the nation over-ride those of a single 
city, and if the long view be taken no one can doubt that 
the Bank of England gave wise advice. 


II 


London and the Franc 


N the middle of June it appeared that the gold bloc had 
I temporarily at least staved off devaluation. To France 
the cost of the struggle had been severe. M. Flandin 
was defeated in his attempts to secure plenary powers and 
promptly resigned. For nearly a week France was with- 
out a Government, and during those days the Banque de 
France continued to lose gold in large quantities. M. 
Laval finally succeeded in forming a Government and the 
indications are that he intends to remain on gold and to 
attempt to balance the budget by means of further 
economies. In the meantime the Banque de France is 
now enforcing a 6 per cent. bank rate, and according to a 
recent statement by M. Tannery at Basle the Banque’s 
gold losses between May 4th and June 7th amounted to 
Frs. 9,900 millions. 

M. Tannery has given a brief account of the measures 
taken by the Banque de France to withstand the crisis. 
In addition to raising its discount rate from 2% to 6 per 
cent. it actively controls exchange movements in order to 
permit the free circulation of gold and also imposes strong 
credit restrictions upon the banks. Nevertheless the 
French banks had to rediscount heavily at the Banque de 
France in order to make good their own losses of funds, 
and the Banque de France’s discounts and advances 
have in consequence increased by Frs. 5,000 millions. 
The Banque de France’s deposits, however, have fallen 
by Frs. 3,500 millions, while there has been a contraction 
of Frs. 500 millions in the note circulation. There has 
thus been a severe contraction of credit. 

All these, however, were purely defensive measures, 
and France is still faced with her main problem. Will it 
be possible for her with an overvalued franc to restore a 
sufficient volume of trade to provide her Government 
with the revenue needed to balance the budget? For if 
not, the French people will be forced to choose between 
devaluation and further deflation consisting in particular 
of the rigorous reduction of all wages, salaries and pensions 
paid by the Government. To the outside observer there 
appears to be no escape from this dilemma. 

Yet there is no need to insist too much upon France’s 
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difficulties. Primarily they concern the French people 
alone, and it is hardly for us in London to lay too great 
stress upon them or to suggest a solution. On the 
contrary it is in our interest to help France as much as we 
can, for if the gold bloc were to collapse into chaos it 
would have serious consequences for our finance and 
trade. M. Tannery has acknowledged that assistance has 
been forthcoming both from London and from the United 
States’ Treasury, and it is clear from his statement that 
both the British Exchange Equalisation Account and 
the American Treasury’s Exchange Stabilisation Fund 
have been freely used to support the franc. In addition 
the Bank of England has taken special measures in 
London which have aroused some considerable comment. 
These measures took the form of a request by the Bank 
to all banks and financial institutions in London to 
refrain from facilitating forward dealings in gold where 
such dealings had a speculative background. 

London is traditionally a free market and that is one 
reason why London has become the world’s chief financial 
centre. Hence any attempt to restrict that Freedom 
naturally requires the closest examination. A limited 
amount of forward business has been conducted in the 
bullion market for some time past. The forward price 
for silver is habitually quoted, and while there is no 
published forward quotation for gold it has usually been 
possible to deal. Hence there was an obvious temptation 
for bears of francs not to be content with selling francs 
forward against sterling, but to proceed a stage further 
and use sterling in the forward purchase of gold. The net 
result was a forward sale of francs against a forward 
purchase of gold. This operation placed speculators in a 
very happy position. If the franc went off gold or was 
devalued they could resell the gold for francs on the 
maturity of their forward position, and reap a profit 
proportionate to the depreciation of the franc. If the 
franc remained on gold all they had to do was to take up 
the gold they had bought, resell it to the Banque de 
I'rance and recover the francs which they had sold for- 
ward. In that case their loss was limited to the discount 
on forward francs and to the premium on forward gold. 

These operations were equally a source of inconveni- 
ence to the Banque de France. When a London house 
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sold gold forward to a customer as a rule it was unable to 
cover forward in the bullion market. This forced it to 
buy gold spot, and as a result the spot price of gold rose to 
a considerable premium over the franc parity. Hence 
if sufficient new gold was not forthcoming in London it 
might pay bullion dealers to take gold from the Banque 
de France for resale in London. The net result was that 
speculation in forward francs against forward gold not 
only weakened the franc but also became a threat to the 
Banque de France’s gold reserves. 

It must not be supposed that London houses lent 
themselves to any great extent to forward dealings in 
gold. The joint-stock banks rarely operate in the 
bullion market, and so their resources have not been used 
in financing this speculation. Nor can accepting houses 
have done very much in this direction, for their funds are 
limited and they would be most unwilling to lock them 
up in gold. Contrary to common belief gold is not a 
negotiable commodity in London. Neither the Bank of 
England nor the clearing banks make loans against gold 
as collateral, and while the Bank of England will always 
buy gold it will only do so at its statutory buying price of 
about 85s. 1od. an ounce. Gold is thus a far less liquid 
investment than Treasury bills or first-class Government 
securities, and London accepting houses must therefore 
have been very unwilling to sell gold forward to customers, 
when they knew that they could only cover by buying 
gold spot and holding it. 

Still there was this leak, and it is understood that the 
bullion market was to some extent able to identify certain 
operations in gold as being speculative. The Bank of 
England therefore quite rightly decided to stop the leak. 
By so doing it not only made a friendly gesture to the 
gold bloc countries, but also rendered easier its own task 
of maintaining the stability of sterling. It must not be 
forgotten that if the franc fluctuates in terms of sterling, 
sterling must equally fluctuate in terms of francs. As an 
act of national policy the Bank of England is charged 
with the duty of smoothing out such fluctuations by the 
use of the Exchange Equalisation Account. If it can 
find any way of limiting speculation or preventing such 
fluctuations from taking place at all, it is clearly its duty 
to take the necessary steps, and in so doing it is acting in 
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the British interest. Broadly speaking it is essential that 
London should remain a free market, but freedom must 
be tempered with responsibility and the avoidance of 
operations which may do harm both at home and abroad. 

This is the justification for the Bank’s intervention. 
The Bank of England occupies a peculiar position. On 
the one hand it is the agent and adviser of the British 
Government, and must confine itself to interpreting and 
carrying out the Government’s desires. On the other 
hand it must co-operate with foreign central banks both 
directly and through the medium of the Bank for Inter- 
national Settlements. It is thus a link between the 
British Government and foreign financial institutions and 
it must devise its own co-operation in such a way as not 
to trespass upon functions of its own Government. There 
is no evidence that it has not done so in this particular 
case, and it is inconceivable that the Government did 
not both know and approve of the Bank’s action. Hence 
it would be wrong to argue that the Bank was acting 
autocratically or was concerned more with defending the 
franc than with maintaining the stability of sterling. 
A stable pound cannot exist without a stable franc, and 
the immediate need was to prevent the collapse of the 
gold bloc currencies into chaos. If the gold bloc countries 
decide to devalue at some later date, then again London 
will co-operate in helping them to take this decisive step. 
Conversely so long as those countries decide to maintain 
the present gold values of their currencies it is not for 
London to criticise or dictate, but on the contrary to help 
as far as possible. The recent limitation of forward gold 
dealings in London is a step towards this end. 


Insurance Shares as Investments 


By The Right Hon. C. A. McCurdy, K.C. 


T a time when all human beliefs and _ institutions 
A are subject to scrutiny and all kinds of political 
and economic doctrines are being consigned to 

the scrap-heap, it is not surprising to find revolutionary 
changes in the theories laid down by financial experts 
for the guidance of the careful investor. Some of us 
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can carry our memories back to the days when an 
investment in “‘ the funds,’’ the 3 per cent. Consols so 
dear to our Victorian ancestors, was considered to be 
the only safe and respectable method for those who 
wished to make provision for their old age or for their 
heirs and successors. In those times ordinary stocks 
and shares were regarded as necessarily speculative 
and therefore not quite proper for prudent people. 
They, as was quite rightly pointed out, bore the brunt 
of fluctuations in the fortunes of the companies that 
issued them; and so it was not possible for their holders 
to put them away and go to sleep on them, as could be 
done by those whose fortunes were snugly tucked away 
in British Government securities, with their comparatively 
steady prices and unfailing quarterly or half-yearly 
interest. 

In the impregnability of this theory, the first slight 
breach was made by the Goschen conversion scheme, 
which degraded the Threes to 24 per cent., closely 
followed by the period of excessively cheap money in 
1896 and 1897 and by the widening of the powers of 
trustees so as to make colonial stocks, as the debts of 
the Dominions were then called, available for investment 
by them. With Consols, then paying 2? per cent. and 
doomed to descend to 2} per cent., soaring up to I14, 
the most prudent investors began to consider whether 
it was not permissible to go further afield without faring 
worse. 

The rapid development of the Investment Trust 
principle after the early Trust companies had come 
through their infant ailments some forty years ago, 
began to show people what could be done by selection 
and diversification of risks. 

But these modest breaches in the sanctity of gilt-edged 
investments were as nothing compared with the shattering 
blow that was inflicted on their prestige by the war, 
when Consols went down to 50, and their unfortunate 
holders found that though their 24 per cent. was still 
paid with the usual punctuality, inflationary war finance, 
by doubling the cost of living, had cut in half the buying 
power of the money in which the interest was paid. 

And then, when for a few short years it seemed that 
the world was getting back to business on lines of more 








16 THE BANKER 








or less sanity, a bold and revolutionary doctrine was 
enunciated by Mr. E. L. Smith, an American writer, 
in his ‘Common Stocks as Long-term Investments.” 
He claimed that more real safety can be secured by 
investment in a diversity of common stocks than through 
the high-grade bonds, which were the American equiv alent 
of gilt- -edged stocks, and he supported his conclusion by 
a number of tests applied to the behaviour of different 
groups of securities through various periods in America’s 
hectic financial history. 

A similar investigation, applied to British securities 
by Mr. H. E. Raynes, a Fellow of the Institute of 
Actuaries, was expounded by him in a paper read before 
it in November, 1927, and showed results remarkably 
eloquent in favour of ordinary shares as compared with 
fixed-interest securities. Both these exponents of the 
merits of “‘ equities ’’ as investments were duly cautious 
—Mr. Raynes especially so—in applying their con- 
clusions and laid stress on the care with which an 
investment policy based on them has to be conducted. 

3ut these investigations first called general attention to 
the true advantage of ordinary shares, namely the fact 
that in ‘prosperous and well-financed companies which 
year by year plough back into the business a substantial 
proportion of the earnings, they are bound, in normal 
times, to show a eraduz il increase in value and in 
dividends because part of the shareholders’ income is 
automatically reinvested for them by the Board. From 
this premiss, with others, less important, in their favour, 
it was possible to conclude that at all times ordinary 
shares, far from being speculative and risky, were the 
safest holding for investors as long as—and this is an 
all-important condition—they were well selected and 
diversified. 

But even with this condition, the theory of the safety 
of common shares was found to be liable to exceptions 
in periods, fortunately rare in financial history, when 
the whole business fabric is involved in a devastating 
shock such as happened in 1929 and the years following 
when the slump in America was succeeded by the panic 
in Europe which, in 1931, drove England off the gold 
standard. During that disastrous period many who had 
followed the cult of the common share must have wished 
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that they had never heard of this engaging theory, unless 
they had been wise or fortunate enough to confine their 
attention to the shares of the leading Insurance Companies. 

For Insurance Companies, as investments, are in a 
class by themselves. All that can be said in favour of 
the ordinary shares of industrial and commercial enter- 
prises can be said of insurance shares in a highly 
intensified form. The business that they conduct is so 
essential, not only to all kinds of productive and dis- 
tributive activity but even to ordinary life, if it is to 
be conducted prudently, that no fluctuations in general 
prosperity can seriously diminish its even progress. In 
their case the ups and downs of what economists call 
the trade cycle have little or no significance. The 
volume of goods to be insured against the risks of fire 
and transit may be diminished and the number of ships 
sailing may be reduced, but men must continue to 
protect their lives, their houses and their property. 
Moreover, not only is insurance business less liable than 
other forms of enterprise to fluctuation but it is part 
and parcel of its structure that, in order to secure and 
maintain the confidence of the insuring public, it must 
be conducted on lines of extreme caution and prudence 
which raise its safety, from the point of view of those 
who invest in it, to the point of impregnability. 

While industrial companies, if well financed, plough 
back into their assets anything from a quarter to, in rare 
cases, a half of their earnings, the insurance companies, 
thanks to the long period in which they have been 
building up the reserves that are essential to their 
progress, are able to meet by far the greater part of 
their dividend payments out of the interest on their 
accumulated funds, putting practically the whole of 
their current earnings into the reserves which are 
building up future prosperity for their shareholders. 
On the average, the leading companies pay something 
like 85 per cent. of their dividends out of their net 
interest earnings, and a few years ago, when rates of 
interest were slightly more favourable, they paid an 
even larger percentage out of interest. 

The safety secured by this policy is still further 
reinforced by the extreme caution with which the 
Insurance Companies treat the question of their liabilities 
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and of the provision to be made for meeting them. 
There is an inveterate tendency to over-estimate liabilities 
and under-estimate receipts, and the yield on their funds, 
out of which the liabilities have to be met, is habitually 
taken at a figure which, in practice, proves to be con- 
siderably below the yield that actually accrues. In the 
case of the Life Companies, the valuation of liability is 
based on mortality tables, which are always less favour- 
able than the current rate of mortality because this rate 
is continually improving, owing to better sanitation, 
more sensible views about fresh air and exercise and the 
greater moderation of the present generation, as a 
whole, in regard to food and more especially with regard 
to drink. Moreover, the mortality tables deal with the 
common average, but the lives insured by the companies 
are “selected’’; in the first place because they are 
generally those of the more prudent members of the 
community, and in the second, because if the medical 
officers find any reason to suspect that the risk is not 
first rate, the premiums charged are modified accordingly. 

In the assessment of probable income for meeting 
liabilities, the companies assume a rate of yield on 
their investments, very commonly at the conventional 
rate of 3 per cent., whereas the actual rate earned has 
for a long period been nearer to 44 per cent. Again, in 
valuing their funds the companies, with hardly an 
exception, never write up their securities, no matter what 
appreciation may occur in their market prices, but 
scrupulously write them down when they fall. In these 
and other ways, reserves are created in the structure of 
the business itself which necessarily increase earning 
power. 

With these factors in their favour, insurance shares 
show a record which, it can fairly be claimed, puts them 
as investments far above not only gilt-edged securities 
but any other class of securities that can be named. 
The Economist, as is well known, periodically publishes 
an Insurance Share Index. In its issue of May 25, this 
most interesting table showed a set-back in the first 
quarter of the current year. The value of an invest- 
ment in 1913 of £1,000 in the ordinary shares of 24 
of the leading companies worked out on March 29 
at £4,228 as compared with £4,416 at the end of 1934. 
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So that, in spite of this modest set-back, such an 
investment would still have been multiplied more than 
fourfold, during a period marked by the greatest and 
most costly war ever seen, at least two devastating 
financial crises, and widespread—practically universal— 
depression in international trade which still continues. 

I frankly admit that in thus dwelling on the merits 
of insurance shares I am an example of the cobbler talking 
leather, for I was one of the founders of the Trust of 
Insurance Shares created to provide investors with a 
means of investment, free from liability, in selected 
shares of the leading insurance companies. I hope and 
believe that in so doing I am showing investors a sure 
way to safety with a chance of increment on yield and 
capital value that is substantially greater than in any 
other field. An investor who, twenty years ago, put 
£1,000 into Consols would now see his capital standing 
at about {1,250 having, in the meantime, seen it down 
to £650. His money income would be unchanged. What 
would have happened to his capital if he had bought 
insurance shares we have already seen from The 
Economist's table. His annual income would have 
begun at rather less than £50 and would have risen by 
this time to more than £125. The long-period yield, 
taking capital appreciation into account, is surprising. 
For the 31 shares comprised in the Trust of Insurance 
Shares, the average annual return over ten years ended 
on December 31 last, was, on this basis, no less than 
£11 4s. 1od. per cent., free of income tax. Where else 
can such results be found ? 

As to the future, some people tell us that, owing to 
the lowered rate of interest on investments, the Insurance 
Companies are going to suffer in revenue. Whether 
the present low rate of interest has come to stay, remains 
to be seen. If it has, it will provide the Insurance Com- 
panies with another problem to solve and, compared with 
some of the problems of the past twenty years, not a very 
formidable one. 
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Progress of Life Assurance 
By F. G. Culmer 


FEW months ago ‘ The Banker’’ published a 
A remarkable array of figures representing the sums 

assured under life policies effected by life assurance 
companies in 1934, the aggregate amounting to about 
£200,000,000, which constituted a substantial increase 
over the previous highest record established in 1933. 
This further striking development in the great forward 
movement of life assurance, while it emphasised the 
enhanced economic well-being of the community in 
general, demonstrated in an unmistakable manner the 
continuously rapid growth in public estimation of the 
value of life assurance in its various forms. The extent of 
that value cannot be over-estimated, because life assur- 
ance is a keystone in the economic structure, providing 
people with an unrivalled means of strengthening and 
consolidating their financial position, which obviously is 
all to the national good. 

With the later publication of the annual reports and 
balance sheets of all the companies additional evidence 
has been given of the latters’ increased actuarial strength 
and financial stability, all-important factors justifying to 
the full the vast amount of public confidence reposed in 
the offices. The powerful status of these institutions is a 
direct stimulus towards increasing the popularity of life 
assurance, and it is a matter for supreme satisfaction that 
in spite of frequently changing financial and economic 
conditions all over the world where British offices operate, 
there is never any danger of that status being impaired. 
Investment difficulties, consequent upon the low rates of 
interest procurable on high-class Stock Exchange securi- 
ties, continue to present a severe problem to directors, 
and there is apparently no prospect of any change in 
monetary conditions taking place for some time to come. 
Yet the effect on the rates of investment interest earned 
has not militated against the successful conduct of the 
business, while, on the other hand, owing to the big rise 
in the values of gilt-edged securities in which a large 
proportion of the funds are placed, the companies have 
gained a substantial margin of appreciation over the book 
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values of their assets and have thus added very materially 
to their reserves. 

So far as the assuring public is concerned there is no 
reason for apprehension that the interest factor, important 
as it is, will operate to any marked extent against their 
welfare. Last year, owing to the alteration in interest 

rates upon which the companies had previously based their 

premium tables, a general modification in premium rates 
was necessitated, but this, as I pointed out later in “‘ The 
Banker,’ was not allowed to interfere with the reason- 
able cheapness of life assurance, and, indeed, in the case 
of certain types of policies premium rates were actually 
reduced. 

So far there have been only comparatively few 
instances where rates of bonuses under with-profit assur- 
ances have been reduced—there were two last year—and 
even if, in the event of a further prolonged period of low 
interest rates, a general reduction were to be decided upon, 
it is unlikely that the slope would be so severe as to 
minimise to any material degree the scales of profits now 
accruing on policyholders’ contracts. Naturally the 
future trend of bonuses must depend to a considerable 
extent upon investment conditions, and having regard to 
the general outlook for interest rates I am forced to the con- 
clusion that the trend sooner or later will be downward. 

During the last few years the life offices have been 
earning smaller rates of interest on their funds than 
formerly, and if the decline continues, the almost inevit- 
able result will be a reduction in the valuation surpluses 
from which bonuses are derived. It is desirable that 
policyholders should know precisely from what sources 
they get their bonuses, so I will deal briefly with this 
matter. The surplus arising from periodical valuations 
of assets and liabilities is chiefly made up of interest 
consisting of the amount by which the net interest 
revenue actually earned by an office exceeds the interest 
assumed for the purpose of the valuation. In the main, 
therefore, a certain minimum effective rate of interest is 
essential to the securing of the contracts and the mainten- 
ance of bonuses on a fixed or previously declared scale. 

It follows that bonuses, so far as they are obtained 
from this source, must be prejudicially affected unless the 
surplus marginal rate of interest is maintained. At the 
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same time at these valuations very often certain counter- 
acting features are revealed which may justify the main- 
tenance of bonuses in spite of the decline in interest. 
One of these salient features is profit derived from 
mortality, and it is often a material contributor to the 
surplus. This constitutes the net difference between the 
expected and actual rates of mortality under life policies, 
which must not be confused with the difference of the 
total amount in death claims and the amount actuarially 
provided for, because reserve values held against the 
policies have to be taken into account. 

Favourable mortality signifies a considerable margin 
between the expected rate and the rate actually experi- 
enced. In the past this margin has been fairly substantial 
in the case of most offices, and on the whole there would 
appear to be no cause to anticipate any increase in the 
actual rate. Other sources of surplus profit come from 
reduced expenses and a decline in policy lapses and 
surrenders, and in the last year or two there has been a 
marked improvement in regard to the latter. There is 
another factor which should not be overlooked. A with- 
profit policyholder pays a higher premium in order to 
substantiate his bonus and upon that premium depends 
the earning power of the policy, which actually governs 
the maximum rate declared. 

It will thus be seen that bonuses are not entirely 
derived from the marginal amount of interest disclosed 
by the valuation, but it is the main source and, therefore, 
of great moment in this connection. There are two 
schools of thought in the life assurance business, one 
favouring non-profit policies, or the purely protective 
element, and the other with-profit policies, which embrace 
the investment aspect. For some years past bonus 
policies have been much the more popular with the 
general public, and it is not difficult to account for the 
favouritism, because people who pay a larger premium 
for a with-profit policy secure the bigger return in the 
long run. As compared with a gilt-edged investment a 
life assurance policy, and particularly one of the with- 
profit type, is definitely superior, especially in the earlier 
periods of the policy, and the large increase in sums 
assured last year indicates that the public is fully alive to 


the fact. 
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Statistics give full weight to the increasing importance 
and prosperity of life assurance. In round figures last 
year fifty companies issued 551,000 Ordinary life policies, 
an increase of 65,000 over 1933. Total sums assured 
advanced by £23,700,000 to £199,800,000. New annual 
premiums were {£700,000 more at {7,300,000, and the 
purchase money for annuities rose by {1,400,000 to 
£14,500,000. This large sum compares with only 
£3,500,000 in 1930, and during the last three years the 
annuity consideration paid to the life offices by the public 
has amounted to the big aggregate sum of £40,800,000. 
The remarkable public demand for annuities has, of 
course, been due to the reduced incomes available on 
investments owing to the lower rate of interest obtain- 
able on Stock Exchange securities, and the figures quoted 
above illustrate to what extent the life offices have stepped 
into the breach, notwithstanding that they themselves 
have also been affected by the reduced rates of interest. 

The vast proportions of the business are exemplified by 
the huge volume of annual premiums collected by these 
fifty offices, the total in 1934 being {£69,600,000, an in- 
crease on the year of £1,700,000. While the expense ratio 
rose from 14-8 per cent. to 15-2 per cent. of the premiums, 
when the cost of administering the large amount of extra 
life and annuity business in 1934 is taken into account 
it is shown that the year’s expenses were relatively on a 
smaller level than those of 1933. It is rather surprising 
to find that the average net rate of interest earned by all 
the offices, £4 5s. 3d. per cent., was only 4d. per cent. 
lower than the corresponding rate for the previous year. 
This negligible fall may have been responsible for the view 
expressed in one responsible quarter that very little 
decline in the earned interest rate is to be anticipated for 
some years to come. That, however, is an isolated 
opinion, and the reduction by the life offices of their rate 
of interest on house purchase loans from 5 to 4% per cent. 
is significant of the general trend of view. The growth of 
the life offices funds continues to be phenomenal. Last 
year the total was enlarged by £32,800,000 to {813,900,000 

As usual there has been no lack of new developments 
in regard to policies issued to the public, and there is no 
doubt that the later introductions have stimulated an 
extended utilisation of the benefits of life assurance. 
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Many new and attractive house purchase schemes have 
been brought out at a time when the market was ripe for 
them. The Family Income plan has been rendered more 
elastic in the case of either a whole-life or endowment 
assurance by the addition of a term assurance carrying 
the option of conversion to permanent assurance at any 
time up to a specified age. The result is to increase the 
effective life cover during the early years of the policy, 
and to leave it to the discretion of the policyholder to 
increase his permanent cover in a manner best suited to 
subsequent changes in his circumstances. 

The latest innovation is the introduction by the Legal 
and General Assurance Society of a new “ Triple Plan ”’ 
for professional men, providing for them and their depend- 
ants comprehensive protection in a single policy. It 
provides a retirement pension, family provision and 
widow’s pension, and a disablement pension. What is 
designated as a “‘ unit of benefit ’’ represents an income 
of {50 per annum in each of the three sections, which 
may be increased as desired. A professional man, age 
35 next birthday, pays an annual premium of £38 6s. for 
30 years or until previous death for two units to gain the 
following benefits :— 

At age 65 he is guaranteed for five years certain and 
the rest of his life a pension of {100 per annum, or an 
alternative cash sum of £1,074. In the event of his 
death before age 65 his widow or other beneficiary is 
entitled to a pension of {100 per annum until the time 
when, had he lived, he would have reached 65, after 
which a pension, depending in amount on her age, would 
be continued. If her age is the same as her husband it 
would amount to £87 Ios., or alternatively she could have 
a lump sum of £1,074. Should the assured be unable to 
follow his own profession through illness or accident a 
disablement pension of {100 would commence after 26 
weeks’ continuous total incapacity, premium payments 
ceasing meanwhile, and the benefits concerning his own 
pension at 65, the family provision and widow’s pension 
would continue unimpaired. 

This is an ingenious and economic plan, and the 
completeness of the cover will doubtless appeal to all 
professional men. Many offices are now offering larger 
assurances at reduced rates of premium, and also adding 
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sickness and accident benefits to life policies. Annuities 
are rendered much more attractive nowadays by the 
attachment in some cases of certain guarantees. One 
takes the form of a fixed 5 per cent. investment with a 
guaranteed return of a substantial part of the purchase 
money at the death of the annuitant. These are only a 
few examples of the way in which the life offices are 
continually introducing new schemes for the benefit of the 
public, and the fact that there is invariably something 
new in life assurance enhances its value in popular esteem. 


Fire and Accident Insurance 
By a Correspondent 


RITISH composite insurance companies enjoyed an 
B exceptionally successful experience in their fire 
departments last year. Hitherto, since 1929, owing 
mainly to the manifold difficulties associated with 
declining trade, there had been a continuous fall in 
premium incomes, and the arrest of that shrinkage in 
1934 was a definite sign of betterment in world conditions. 
The aggregate premium income of the leading companies 
was {£44,493,270, and although this represented an 
advance of only £362,811, it compares with a decrease 
in 1933 of £2,516,402. There is still a lot of leeway to 
make up in this connection, seeing that the aggregate 
premium income in 1929 stood at the much higher figure 
of £53,182,200. 

Coincident with the larger volume of premiums the 
business itself showed considerable improvement. Both 
in the United States, where the British companies have 
large connections, and the United Kingdom, losses were 
substantially diminished. Claims in the former country 
of all companies operating there (foreign as well as British) 
fell by £8,249,146 to £55,130,400, and those of British 
companies in the United Kingdom by {540,000 to 
£8,694,000. Contrasted with an increase in fire premiums 
in the United States of nearly 6 per cent., losses repre- 
sented only 87 per cent. of the 1933 total. The British 
companies, of course, benefited considerably by the 
improved state of the American business. 
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Several of the British insurance companies have been 
transacting fire insurance business in the United States 
for the best part of a century. The Royal, for instance, 
started operations over there 83 years ago, and this 
company’s loss ratio in 1934 was one of the lowest in 
the whole course of its experience. The Northern, in 
connection with the whole of its fire business, has not 
experienced such a low claims’ ratio since 1862, and the 
North British & Mercantile’s ratio was the lowest since 
1869. In consequence it is not surprising to find under- 
writing profits much larger than in the previous year. 
The total profits of the leading British companies rose 
by {£850,842 to {£4,565,446, representing an average 
ratio to premiums of {10-26 per cent., compared with 
8-42 per cent. in 1933. Last year’s profit total was the 
best attained for many years. In 1929, when the premium 
income was so much larger, profits only amounted to 
£3,381,364, and the ratio was 6-36 per cent. 

Some of the best judges are of the opinion that the 
future increase in fire premium incomes will be slow. 
No doubt the rate of expansion will depend very largely 
upon the course of international trade, and the outlook 
at present is not very convincing. With a considerable 
rise in commodity prices there would be a corresponding 
increase in the volume of insurance required, but until 
that rise comes progress in this direction will probably 
be slow. At the same time there is no indication that 
now the tide has turned it will go back again. As will 
be seen in the table on page 27 the British companies 
last year earned very substantial fire profit ratios, and 
it may be wondered indeed whether they will be able 
to keep up to this high standard in future. 

Profits are arrived at after setting aside a reserve 
against unexpired risks. In most cases this is equivalent 
to 40 per cent. of the premium income, but the Guardian, 
Northern and Scottish Union & National all adopt 
a 50 per cent. reserve. The increase in premium incomes 
last year involved substantial additions to these reserves, 
and in most instances, therefore, actual trading profits 
were larger than they are shown to have been. In the 
three cases where profits show a decrease on the year, 
the additional amounts entailed in the reserve adjust- 
ment are approximately equal to the declines in profits. 
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Interest earned on the fire funds is not included in the 
profit totals. That, like the profits, is carried to the 
profit and loss accounts, and is available as the main 
source of dividend payments to shareholders. 


Ratio to 

Underwriting Pre- 

Profit. Increase. miums. 

£ £ % 

Alliance ‘6 esi a - 408,145 10,943 19°84 
Atlas .. , wr a es 165,962 45,165 9°34 
Commercial Union ee ‘i wi 442,305 51,101 8-23 
Eagle Star .. , 7 bes 45,825 8,979 5:06 

Employers’ L iability a ee 24,455 9,980 4°0 
General Accident .. es a 136,455 41,183 23:01 
Guardian i 53 191,309 170,342 17°24 
Liverpool & London & Globe a 414,695 44,250 10°47 
London Assurance .. ia ei 146,679 53,890 7°07 
London & Lancashire fi ~~ 387,950 *260,554 13°65 
North British & Mercantile. . ‘ia 498,959 148,161 13°52 

Northern an - ‘i iy 131,638 21,415 6-7 
Phoenix , me sik ar 204,106 103,807 7°34 
Royal E xchange ja ‘in v 142,408 31,339 9°94 
Royal . : 53 ee - 594,920 93,898 10°65 
Scottish ‘Union & National .. ar 82,327 15,821 8-14 
a os ain wi 208,295 *48,038 g:oI 
Yorkshire a - bis ai 93,526 *12,124 10°20 


* Decrease. 


In the accident department, which embraces a 
multiplicity of varied risks, the companies’ aggregate 
premium income last year showed an increase for the 
first time in six years, rising by {2,521,576 to £52,830,020, 
but the underwriting profit fell on te year from £1,431, 622 
to £950,902, and the average profit ratio declined from 
2:85 per cent. to 1-80 per cent. The greater part of the 
decline in profits arose from business transacted in the 
United States, where casualty and motor insurance 
business were both on a very unprofitable basis. 

Proof of this is given by the larger profit ratios 
secured by companies trading only to a small extent or 
not at all in the United States—the Alliance, Atlas and 
North British & Mercantile—as shown in the table on 
page 28. 

There is a striking variance in the above results. In 
the case of the Employers’ Liability Corporation it 
should be pointed out that an increase of £600,000 in the 
general premium income was more than accounted for 
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by the excess premiums developed on the audit of pay- 
rolls carried out for the purpose of adjusting workmen’s 
compensation premiums, and the underwriting results 
were adversely affected by the practice of setting up a 
full 40 per cent. reserve for this additional premium 
income in spite of the fact that the liability in respect of 
the latter had expired. The Corporation writes this 
class of business mainly in the United States. 


Increase Ratio to 


Underwriting or Pre- 
Profit. Decrease. miums. 
f £ % 
Alliance — a iv “ 131,519 + 3,163 10-9! 
Aties ... hy we = ate 46,999 -+- 10,9960 9°47 
Commercial Union .. os én 9,139 169,244 O-12 
Eagle Star .. ; i aa 112,035 13,858 6°3 
Employers’ Liability os ox *1,429 — 288,750 3°18 
General Accident... - ii 245,952 +158,033 3°59 
Guardian nie ‘ oP 52,311 -+ 20,922 4°79 
Liverpool & London & Globe “i 46,538 + 93,234 1°03 
London Assurance .. oi oa 60,8- 37 14,020 5° 2: 
London & Lancashire “a - 77,816 + 34,067 3°83 
North British & Mercantile. . ia 143,134 + 15,021 12°73 
Northern - “a ‘i - 93,757 77,615 5°9 
Phoenix re - a i 1,599 45,850 0°05 
Royal emia i a sit *3 786 29,707 — 0°29 
Royal . , ica nia 181,595 + 74,470 3°53 
Scottish U nion & Nation: a. - 6,089 13,061 2°22 
ee i re aa i 35,071 89,197 2°09 
Yorkshire oe ws dei ee 11,873 — 38,285 0°93 
* Loss. 


Motor-car insurance has now become the most 
important component of the companies’ accident de- 
partments, both at home and abroad. In the United 
States last year, among all British and foreign companies 
transacting business, the average claims’ ratio was 52:8 
per cent., and after allowing for expenses there was a 
loss ratio of 0-9 Low cent., as compared with a profit 
ratio in 1933 of 3:9 per cent., and in 1932 of 3:0 per 
cent. U mt ate 3 ‘ly it is not a general practice among 
the British offices to include in their accounts a separate 
motor-car insurance revenue statement, so it is impossible 
to give any precise results in this respect, but it is clearly 
evident that the business at present is of a burdensome 


character. 
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The most important adverse factor is the tendency 
for claims to increase, owing to the very large damages 
awarded by the Courts in respect of injuries to third 
parties. In spite of this, however, except in three areas, 
in which an inordinately heavy loss ratio was experienced, 
there has been no revision of premium rates. In this 
connection a recent observation made by Sir F. W. 
Pascoe Rutter, Governor of the London & Lancashire, 
may fittingly be quoted: “ Recent failures of certain 
companies who took the view that they could trade 
successfully at rates substantially lower than those 
charged by leading companies must, I think, have 
convinced the public that the old-established insurance 
companies are not actuated by any desire to make 
excessive profits, but that their aim is to give complete 
security and good service to the motorists.’ 

In regard to workmen’s compensation, another pre- 
deonienak section of the accident account, Sir F. W. 
Pascoe Rutter said that this class of business in 1934 
had gone from bad to worse, and throughout the year 
there was not one country where the results were even 
moderately satisfactory. It is evident, therefore, that 
in these two branches of business there is ample scope 
for the insurance companies to endeavour to put their 
house in order. 

Concerning marine insurance the transfers to profit 
and loss represent an average profit ratio of over 8 per 
cent., which, on the face “of it, is very satisfactory, 
although the chairmen of the leading companies have 
been unsparing in their warnings as to less favourable 
happenings in the future, and the outlook is pictured 
as anything but encouraging. This is the view of 
Mr. Lionel N. de Rothschild, chairman of the Alliance : 
‘Intensive competition for the diminished business 
available has become so keen and the reduction in rates 
and values so great, that if the experience of the past 
means anything at all the business can only involve 
underwriters of the future in heavy loss.’ 

Another chairman described the competition as 
reckless, and predicted that if it did not cease, marine 
business for the next few years would show no profit. 
This, at least, can be said. The marine accounts of all 
the leading companies are inherently strong in reserves, 
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the funds averaging over 163 per cent. of the premium 
incomes. 

Of six companies who increased their dividends in 
1934, three belong to the composite group, all the 
members of which again defrayed a very large propor- 
tion of their dividend cost out of interest revenue. This 
is a feature which has always enhanced the value of 
insurance shares, and there is no reason, despite the 
lower rate of interest now earned, to suggest the com- 
panies’ inability to continue on these lines. It is 
unnecessary to add anything in exemplification of the 
high financial standing of all these companies, who are 
constantly going from strength to strength, and whose 
names are household words. Assuredly, British insurance 
never stood higher in the public estimation than it does 
to-day, which is saying a great deal. 


The League and Exchange 
Clearing 
By Paul Einzig 


VER since the beginning of the crisis the League of 
EK Nations has displayed an attitude of complete 

passivity in the economic sphere. This is all the 
more remarkable as during the years from 1923 to 1931 
its economic and financial sections took a very active and 
useful part in the reconstruction of Europe. Indeed, 
even those who regarded the League as a complete 
failure from a political point of view were prepared to 
admit that its work in the economic sphere alone was 
sufficient to justify its existence. It is a matter of regret 
that during the years of the crisis the League failed 
completely to live up to the reputation it created for 
itself prior to the crisis in the economic sphere. At the 
abortive Economic Conference of 1933, the League 
authorities confined themselves to administrative func- 
tions and made no attempt to take the initiative by 
putting forward a constructive programme. Since the 
failure of the Economic Conference, the réle of the League 
has been confined to acting as the official chronicler 
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of the international crisis. The statistical and other 
material it supplies in this respect has been doubtless 
valuable, but in itself this passive function does not go 
very far towards solving the crisis. 

Those who have the prospects and prestige of the 
League at heart had therefore every reason to be pleased 
when, in September, 1934, it was decided at Geneva to 
investigate the possibilities of the exchange clearing 
system. Here at last was an opportunity for the League 
to assert itself and make a really useful and active 
contribution towards the solution of the crisis. The 
enquiry undertaken on the initiative of the French 
Government opened, indeed, immense possibilities. There 
was a new system which in spite of all its shortcomings 
was evidently helpful for solving the immediate problems 
of a number of countries. It was introduced in a hap- 
hazard way without any co-ordination and without any 
theoretical background. Any organisation which would 
undertake the task of discovering the means by which 
the shortcomings of the system could be eliminated and 
by which its beneficial effects could be increased had the 
opportunity of rendering a great service to the world. 

Above all, it was essential to ascertain the ways in 
which the disadvantages arising from the bilateral 
character of exchange clearing agreements could be 
reduced or eliminated by means of establishing triangular 
or multilateral settlements of the clearing balances. It 
is especially from this point of view that sanguine antici- 
pations were attached to the League enquiry. In fact, 
when M. Lamoureux, the then French Minister of Com- 
merce, made his proposal for instituting an enquiry at the 
League Assembly he laid particular stress upon this 
aspect of the problem. Even quarters which were, on 
principle, hostile to exchange clearing in its bilateral form 
manifested a sympathetic interest towards the efforts to 
adopt multilateral clearing. It was expected that the 
Joint Committee appointed by the League would explore 
every possible avenue to ascertain the possibilities in this 
direction. That was the primary purpose for which the 
Committee came into existence. 

The report of the Committee which has just become 
available is in this respect, as in many other respects, 
utterly disappointing. It bears no trace whatsoever of 











32 THE BANKER 





any conscientious effort to investigate the possibilities 
of international clearing. Apparently the Committee 
was too busy in denouncing the real and imaginary 
defects of the exchange clearing system in the form it 
exists, and in making proposals for its instantaneous 
elimination, to find time to go into the substance of the 
problem of triangular and multilateral clearing. In the 
main text of the report, running to 23 pages, there are 
exactly five and a half lines dealing with this highly 
important problem. “It has been suggested that the 
prejudice caused to third countries [by bilateral exchange 
clearing} might be avoided by making it possible to 
transfer balances between different clearings and thus 
making them multilateral. But there would be material 
difficulties in arranging such a system and the develop- 
ments in this field have not been encouraging.”” And that 
is all. The report is at pains to analyse the deficiencies of 
the system, wastes pages on repeating the same platitudes, 
and goes into the details of the possibilities of the elimina- 
tion of clearing. When it comes, however, to the problem 
of multilateral clearing it has no space for anything but 
this sweeping conclusion, which is not supported by any 
argument, let alone evidence. 

It is true that in article 15 of Annex I, some two and 
a quarter pages out of the total report of over 150 pages 
are devoted to the question of multilateral clearing. But 
the greater part of this modest section is devoted to 
demolishing an absurd suggestion which has never been 
put forward seriously. Although from the main text 
of the report it is clear that the Committee was well 
aware that multilateral clearing means “ the transfer of 
balances between different clearings,’’ in the Annex it 
confused this suggestion with one aiming at making the 
working of the clearing agreements themselves on a 
multilateral basis, that is, that the same agreement 
should cover transactions between several countries. 
Anyone who has an idea how complicated are the prob- 
lems arising even from bilateral agreements must realise 
that to conclude such agreements between more than 
two countries at a time is bordering on the impossible. It 
has never been suggested anywhere except in the League 
report which, having thus built up a dummy opponent, 
triumphantly demolishes it by pointing out that “ every 
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clearing agreement is closely bound up with the special 
economic, financial and monetary situation of each of 
the contracting parties considered separately and in its 
bearing on the situation of the other party. Hence it is 
difficult to include third countries in the arrangement.” 

The suggestion of multilateral clearing never aimed at 
making the clearing agreements themselves multilateral, 
but merely at offsetting by international agreement the 
balances arising from the working of bilateral clearing 
agreements. It is this suggestion upon which the report 
ought to have concentrated, but having dealt with the 
other non-existent suggestion, the Annex had only half 
a page to spare for it. What it has to say about it does 
not amount to much, but is well worth quoting. 


“It has been suggested that the arrangements 
regarding bilateral compensation might be supple- 
mented by multilateral compensation agreements 
applicable solely to available balances—for which 
the help of the Bank for International Settlements 
might possibly be sought. If the compensation 
fund showed a credit balance in favour of a certain 
country, that country should be allowed to use the 
balance for the payment of its exports to other 
countries in respect of which its compensation 
account showed a debit balance. It is obvious that 
by means of this compensation system, which 
would no longer be confined to exchanges between 
two countries but would be applicable to a large 
number of countries, credit or debit balances 
would be reabsorbed more quickly. Tripartite 
agreements of this kind already exist. For instance, 
there is the clearing agreement between Yugoslavia 
and Greece, which provides for the possibility of 
the transfer of the credit balance, or part of that 
balance, in the clearing account to third States 
which are not parties to the agreement.” 


The report reluctantly admits in Annex I that within 
the narrow limits of its application the multilateral 
compensation of balances produced favourable results. 
This, however, does not prevent the Committee from 
stating in the main text of the report that “‘ there would 
be material difficulties in arranging such a system and the 
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developments in this field have not been encouraging.” 
There is not a word to indicate the nature of this alleged 
discouraging experience nor to indicate the reasons why 
multilateral clearing could not be further developed. 

Evidently the League Committee failed completely in 
the task for which it had been brought into existence, 
namely, to examine the possibilities of multilateral 
clearing. The whole report conveys the impression that 
the Committee have deliberately abstained from making 
an effort aiming at the improvement of the clearing 
system, for fear that such improvement might encourage 
its continuation which would have been contrary to the 
desire of the Committee to see the system disappear as 
soon as possible. 

Every section of the report discloses a feeling of uncom- 
promising hostility towards the exchange clearing system. 
Evidently the Committee is inspired by strong dislike of 
the idea of interference with the free movement of trade 
and exchange. It is from this point of view that the 
system was examined. Instead of investigating the 
possibilities of improving world conditions by means of 
exchange clearing, the report viewed it purely from the 
point of view of laissez-faire doctrinaires who condemn 
Government intervention as a matter of principle, even 
if it has practical advantages. From beginning to end 
exchange clearing is treated as ‘‘ public enemy number 
one,’ against which the Committee is determined to 
fight by fair means or foul. 

Human nature being what it is, a Committee inspired 
by the orthodox spirit can hardly be expected to take an 
impartial view of exchange clearing. What is astonishing 
is the choice of the methods employed by the Committee 
in pursuing its object of discrediting the system. It 
would have been easy to make out a strong case against 
exchange clearing simply by concentrating upon its 
obvious defects and ignoring its advantages. The 
Committee, however, goes much further. The report 
goes out of its way to blame exchange clearing for various 
disadvantages which had nothing whatsoever to do with 
the application of the system. For instance, exchange 
clearing is debited with all the adverse consequences of 
an over-valued currency. Doubtless the currencies of 
some, though not all, of the countries which have 
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extensively adopted exchange clearing are over-valued 
and the countries concerned suffer disadvantages in con- 
— They would be suffering the same disadvan- 
tages, however, if instead of bolstering up their currencies 
at an uneconomic level with the aid of exchange clearing 
they had done so by some other means. It is the fact 
of the over-valuation of their currencies and not the 
application of exchange clearing which tends to reduce 
the exports and increase the imports of these countries. 
Obviously the remedy for the situation thus created is 
not the elimination of exchange clearing, as the Com- 
mittee suggests, but the adjustment of the currencies to 
their economic parities. 

Another device applied by the report for discrediting 
exchange clearing is to blame that system for the diff- 
culties arising from the fact that it has not yet been 
adopted by all countries. Every now and then we come 
across criticisms in the report about the adverse effect of 
the system upon the countries which have kept aloof 
from it. Now it is a matter of opinion whether or not it 
is desirable that exchange clearing should be adopted 
universally ; but as things are, the system can hardly be 
blamed for the inconvenience it causes to those who do 
not want to adopt it. It is characteristic of the Com- 
mittee’s attitude that the question as to what would 
happen if all countries were to adopt exchange clearing is 
not even considered. The report contents itself with 
putting the blame on the system for all the disadvantages 
suffered by non-clearing countries without even attempt- 
ing to indicate what would happen if these countries were 
to fall into line with the rest. In this respect, the defi- 
ciency of the work of the Committee is even more glaring 
than in respect of their omission to give multilateral 
clearing adequate consideration. It is conceivable that, 
being aware of the fact that the universal adoption of the 
clearing system would eliminate many of its disadvan- 
tages, the Committee preferred to ignore the subject 
altogether. 

Naturally enough, the report deplores that as a 
result of exchange clearing international trade tends to 
assume a bilateral character: that trade is being diverted 
from “its normal and natural channels ” ; that countries 
buy goods in dearer instead of cheaper. markets. The 
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report is content to convey the impression that but for 
the adoption of exchange clearing there would have been 
a larger volume of international trade mov ing through 
normal and natural channels. The Committee tefused to 
understand the circumstances in which exchange clearing 
has come about, as a last desperate remedy against an 
almost complete cessation of purchases abroad by certain 
countries or against an almost complete default on 
foreign commercial liabilities. It does not understand 
that bilateral trade is better than no trade at all; that 
the alternative to buying in dearer markets was not 
buying at all; that tr ide through artificial channels is to 
be preferred to a complete cessation of trade. And yet 
the Committee had in front of them all the material 
showing the circumstances in which exchange clearing 
was adopted. 

Ignoring the facts of the situation in 1931-1932, the 
report appears to be working under the false assumption 
that but for the existence of exchange clearing strong 
countries would have continued to export freely to weak 
countries, irrespective of whether they stood a chance of 
ever being paid for their exports; or that the monetary 
authorities of the weak countries would have continued 
to supply their importers freely with the exchange they 
required, even though their supplies of foreign exchange 
were dwindling down rapidly. It is only on the basis of 
such obviously false assumptions that it was possible to 
arrive at the equally false conclusion that exchange 
clearing tends to reduce the volume of international 
trade. In reality, the worst that can happen if exchange 
clearing fails completely is to arrive at a state of affairs 
which would have arisen if the system had never been 
adopted at all. 

In its zeal to make out the strongest possible case 
against exchange clearing the Committee overlooked 
some rather glaring contradictions in the text of the 
report. On page 16, for instance, it reproaches exchange 
clearing with tending to raise commodity prices as a 
result of diverting purchases from cheaper to dearer 
countries, and as a result of the employment of transit 
trade instead of direct trade. On the very same page, 
however, the report declares that “ clearing agreements 
tend to lower the world level of prices.” 
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Another piece of inconsistency : the report reproaches 
the system that the collection of accumulated commercial 
claims entails the reduction of exports from the creditor 
to the debtor country and that in general it can only 
operate if the balance of trade between the two parties 
is definitely in favour of the debtor country. In other 
parts of the report, however, the Committee expressed 
its pious hope that creditor countries would be willing to 
accept an unfavourable trade balance, in relation to their 
debtor countries. 

Again, on page 36, it is stated that weak countries 
tend to increase their purchases in countries with which 
they have clearing agreements in order not to have to 
spend their foreign exchange reserves. In the very same 
paragraph the report states that exchange clearing agree- 
ments have accentuated the shortage of foreign currency 
of the debtor countries. 

Most amazing of all, the Committee expressed two 
diametrically opposing opinions on the effects of exchange 
clearing agreements on the volume of trade between the 
contracting parties. On page 46 we read that, “ clearing 
agreements tend to eliminate or restrict any impulse or 
movement towards increased trade between the two 
parties. ”’ On the other hand, on page 49, it is stated that 

‘clearing agreements artificially stimulate trade between 
the contracting parties."’ The reader of the report, 
having paid his four shillings, is at liberty to take his 
choice. 

Another inadmissible method employed by the Com- 
mittee was to use the term “ fact ’”’ when referring to its 
own views. Those who have some respect for the 
term “ fact ’’ have every right to object to its improper 
use. With regard to the effect of exchange clearing on 
the volume of trade between the contracting parties, on 
page 46, the report refers to “ facts ’’ which prove that 
clearing tends to reduce trade, while on page 49 it states 
that : ‘‘ The fact (sic) that clearing agreements artificially 
stimulate trade ’’ between the two parties. This example 
is sufficient to indicate the extent to which the “‘ facts ”’ 
of the report can be relied upon. 

Having condemned exchange clearing by the rather 
one-sided use of the accumulated evidence, what con- 
structive proposals, if any, has the Committee to make 

P 
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on the subject? It expressed its pious hope that exchange 
restrictions would be abolished; that creditors would 
adopt a reasonable attitude towards their debtors and 
that creditor countries would accept payment in goods; 
that the outstanding foreign liabilities would be funded. 
All this is doubtless very nice, though it does not sound 
very original. Indeed, these truisms have been repeated 
for years by every international gathering without any 
apparent result. It may well be asked whether their 
repetition is a satisfactory result of many months of 
arduous labours of a body of experts. It may be that 
these truisms cannot be repeated often enough, but after 
the experience of the last few years it is unthinkable that 
there could be one optimist left who seriously believes 
that the Governments concerned, having read the report, 
will proceed to follow the advice which they have con- 
sistently ignored so far. 

Indeed, it may be said without fear of contradiction, 
that clearing agreements have done more towards putting 
Governments into a more reasonable frame of mind than 
any and all of the innumerable sermons preached against 
their unreasonable attitude repeated by the report. The 
Committee itself reluctantly admits as much. On page 46 
we read the following remarks :— 

“Tt is true that clearing agreements have pierced 
the protectionist barriers raised by all countries 
against imports of foreign goods, particularly by 
countries with a sound currency against imports 
from countries with a depreciated or controlled 
currency, for it has been realised that a decrease in 
the imports from such countries meant the dis- 
appearance of the trade deficit necessary to make 
clearing operative. In other words, it has been 
realised that debtor countries can only discharge 
their debts by paying them in the form of goods or 


services. 


(Incidentally, nothing is mentioned in the main text 
of the report about this all-important aspect of exchange 
clearing.) If the clearing system had done nothing else 
than this it deserves a less hostile treatment than it 
received from the League Committee. After admitting 
that ‘“‘ clearing agreements have pierced the protectionist 
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barriers,’ the report hastens to add that this advantage 
is offset by restrictions directed against imports from 
creditor countries. But surely it is in accordance with 
general interest that purchases should be diverted from 
creditor countries. Since the war one of the main sources 
of difficulty has been the fact that large creditor countries, 
such as the United States and France, had too favourable 
a trade balance. The report itself admits the necessity of 
creditor countries accepting an unfavourable trade bal- 
ance. Why then object to a system which tends to 
produce that result ° 

Similar examples of inconsistencies in the report 
could be multiplied almost indefinitely. In the light of 
these examples even those who are inclined to share the 
Committee’s dislike of exchange clearing may well ask 
whether the case against the system has not been seriously 
overstated. The one-sidedness with which the Com- 
mittee dealt with its subject and the methods it chose, 
and, above all, the glaring omissions to deal adequately 
with highly important aspects of the problem lead to the 
conclusion that the Committee has failed in the task for 
which it was appointed. 


Banks and Cheaper Financing 
By a Correspondent 


ally low, with the market rate for call money down 

to a meagre $ per cent., comment is often made as 
to the discrepancy between the rates at which the banks 
are prepared to lend and those which they allow for money 
on deposit. 

Generally both sets of rate fluctuate in accordance 
with market conditions, but despite strong inter-bank 
competition, and the additional inducement to lend, 
bank terms for lending, although competitive with those 
of insurance companies, display a resistance. The 
minimum will be generally 5 per cent., but it is lowered, 
and at times very considerably so, in exceptional circum- 
stances. 


A! the present time, while money rates are abnorm- 
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If not approved, it was at least recognised, in the 
‘Currency, Banking and Finance Policy Report ’’ pre- 
pared for the Labour Party and discussed at the Leicester 
Conference in 1932, that ‘‘ so heavy are the banks’ over- 
head charges that it is understood that a maximum 
of 2 per cent. has to be charged as interest on advances 
in order to cover these alone.’’ It is argued in conse- 
quence that the cheaper money policy of the Government 
does not work out to its logical conclusion for the benefit 
of trade. Are the banks then to blame for sustaining an 
unjustifiably wide margin at present between the rates 
at which they are prepared to take money and to lend it, 
and could they overcome this objection ? 

The explanation of this margin has been given 
frequently, both in THE BANKER and elsewhere. It 
turns largely upon the obligation thrown upon the banks 
to render a variety of services which are not specifically 
paid for, and the benefit of which otherwise could only 
be made available to the bank customer, the borrower 
included, by the levy of special charges. 

But it is possible to overlook the element of cost 
implicit in the actual granting of loans and overdrafts 
which must arrest unavoidably a relative fall in the rate 
of interest when money is cheap, and at such periods 
accounts for a higher proportion of the rate. 

Three factors may be cited :— 

(1) That of risk, which in certain instances may be 
reduced to a minimum by the deposit of adequate and 
suitable cover. But in so far as there is any risk whatso- 
ever, it must be reflected to some extent in the rate of 
interest. There falls on the bank the necessity of 
watching the value of the security during the currency 
of the advance, a duty which is relatively heavy in the 
case of small lending. It must maintain a loan depart- 
ment with a staff competent to assess the fluctuating 
values of various types of securities, or the credit- 
worthiness of the borrower in changing conditions; with 
overdrafts, too, interest on the actual balance must be 
calculated from day to day. 

(2) The time or period factor, which is also important. 

An advance may be granted on terms under which 
repayment is to be either on demand or at some agreed 
future date, yet the banker knows by experience that the 
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majority of loans and overdrafts in practice are not 
readily callable nor repaid when due, and still less will 
they tend to be when the importance of liquidity is the 
greater, such as in a time of crisis or stringency. This 
disadvantage is more significant when it is recognised that 
the banker must maintain a position in which he can 
meet his demand liabilities, which means the retention 
of a large proportion of non-earning assets. 

Factors I and 2 require that lending rates must allow 
both for the unearning ratio and for the maintenance of 
reserves which will provide for the contingency of defaults 
or bad debts. 

(3) Lastly, there is an element always present in a loan 
or overdraft, that the bank acquires in its customers’ 
liability a form of asset which is essentially non- 
negotiable. Having made this form of investment in the 
ordinary course of its business the bank must see it 
through. Government securities may be sold as well as 
bought at will, but advances must be retained on the 
books until they are repaid unless the bank is forced to 
foreclose on the security. 

Now the weight of these three factors always present 
falls unevenly in different cases so far as the first two are 
concerned, and calls in consequence for discrimination in 
rates. Often a higher rate than it is the practice to 
charge would be fully justified, while per contra some- 
times the security and time factors may be such as to 
admit of lending at a finer rate, and it has been observed 
that frequently banks will cut their loan rates below the 
usual minimum. Obviously this will be when the security 
is undoubted, and the lending is liquid to a point that a 
bank may rely upon short- dated repayment. 

Here it is suggested that there are cases where the 
first two may be satisfactory to a degree that were the 
third satisfied, finer rates for financing would be possible 
than by loans or overdrafts; in other words, that the 
employment of the much-neglected inland bill of exchange 
might well be introduced, since it imports the element 
of negotiability which should help to command a fine 
rate. It must be emphasised that not only must the 
first two conditions be reasonably satisfied, but that the 
occasion for the financing must be suitable for the dis- 
count market. 
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Although it is not the practice of banks to offer bills 
on the market subsequently to discounting them for a 
customer, the potential negotiability of a sound bill is 
always present, and providing it can be recognised as 
sound, it may be offered alternatively in the discount 
market itself. In that case the banks contribute towards 
keeping the rate fine since they are always prepared under 
normal conditions either to re-discount or to lend against 
eligible paper, and there may well be a field for specialists 
in the discount market to lend their names to inland bills 
on commission, thus rendering them eligible for the benefit 
of the drawer. 

Of late years the decline in the use of the inland bill 
has been concurrent with the development in the use of 
overdrafts. To a great measure the elasticity of the 
overdraft offers considerable advantages to the borrower, 
and if he uses it where he might have financed himself 
by a bill, it may be concluded that this elasticity, which 
gives him a “ call’”’ on his banker within an agreed limit, 
is worth its price. 

Further deterrents are similar to those which were 
cited on page 23 of the April number of THE BANKER, 
as applicable to the recent decline in bank advances, 
such as the greater financial resources and integration 
of industries; possibly also altered processing conditions 
in present-day manufacture. 

Since the essence of a bill is the financing of the pay- 
ment of the producer or supplier for merchandise in 
anticipation of that which the buyer will receive for it, 
such considerations account largely for the fewer occasions 
for its use. Where the big buyer is able to pay cash his 
name is not likely to figure in the discount market as an 
acceptor. On the other hand, where he is a small man 
and more likely to require accommodation, there are 
obvious reasons why the use of a bill as an instrument 
of credit will not be appropriate. 

Often, too, in these days, the small man will obtain 
his credit from his own supplier as, for instance, in 
the case of a woollen manufacturer with moderate capital 
who may acquire his machinery by instalments. After 
eliminating many cases, there are still many trade trans- 
actions the financing of which might well be arranged 
on a discount basis at the present time with profit and 
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advantage to all concerned. What, then, are the obstacles 
to the increased use of this financial facility? They are 
mainly two: (1) to a certain extent, ignorance and 
prejudice ; and (2) the practical difficulty of the small 
man’s acceptances being rendered eligible either in the 
market or for the purpose of the banks themselves at a 
fine rate. If the second condition can be satisfied, it is 
suggested that the first would be readily disposed of. 

To bring this about it might well be worth while for an 
acceptance house or group of acceptance houses to make 
it their business to scrutinise and, if advisable, to lend 
their names to many small acceptances which appear 
to be intrinsically sound upon investigation. For this 
service appropriate commission would, of course, be 
charged, but the additional cost might still render 
financing by discount a cheaper method of obtaining 
credit than borrowing by loan or overdraft. Such a 
function would fall naturally to the discount house rather 
than to the banks, since a banker, when asked to advance 
in connection witha bill, isusually required by his customer, 
the drawer, to discount it, and may have no knowledge 
of the acceptor. The discount house, on the other hand, 
dealing with a larger number of such cases, is in a better 
position to average out the risks. Also, it can trade in the 
bills once discounted by re-discount or by offering them 
profitably as collateral to the banks against day-to-day 
loans, whereas banking practice dictates to the banker the 
necessity of holding the bill discounted for his customer 
until maturity. 

The following instance may be cited to support the 
contention that there are a sufficient number of cases in 
the present period of cheap money to warrant an effort 
in the discount market to build a bridge for the extended 
use of the commercial bill as was strongly advocated in 
the Macmillan Report. The writer has recently had before 
him the case of a firm of suppliers of electrical equipment. 
This concern trades with a large number of small 
customers. Some little time ago the firm adopted the 
practice of drawing bills on their customers for periods of 
from three to four months. This paper does not find its 
way into the market, nor do the company use it in order 
to obtain advances from their own bankers, but they 
find that the system is valuable as it enables them 











44 THE BANKER 





internally to rely upon the receipt of regular payments at 
fixed dates. Accounts receivable, consequently, largely 
take the form of trade bills in their books rather than 
mere debts. Their experience is good. Defaults seldom 
or never occur. Some form of institutional acceptance 
might well be applied in instances such as this with 
advantage to all concerned. The market would thus be fed 
with a supply of eligible paper which would be readily 
acceptable by the banks. The introduction of an 
increased amount of eligible bills of this kind would soon 
overcome any prejudice there may be against the exten- 
sion of discount facilities. The adv antage, too, of an addi- 
tional supply of eligible bills to the discount market is 
obvious, and its technical benefit to the banks should be 
sufficient to outweigh any objection to finance taking 
this form, or prejudice against its technique, for which the 
machinery and resources of the London Money Market 
are so well adapted. 


The Indian Reserve Bank 


By a Correspondent 


HE Reserve Bank of India will enter into its full 
functions as a central bank on July 1, when it 


takes over a proportion of the cash reserves in 
India of certain of the more important commercial and 
exchange banks. Since April 1 it has possessed the sole 
right of note issue in British India and the control of the 
currency and it now assumes its central banking obliga- 
tions in regard to the regulation of credit. Presumably 
in accordance with section 49 of the Reserve Bank of 
India Act the bank will shortly make public the standard 
rate at which it is prepared to buy or re-discount eligible 
paper, but in generai, as the next few months in India 
are those in which trading activity is at its lowest ebb, 
demands for accommodation are not likely as yet to be 
excessive. The question of the effective control of credit 
in India is a difficult one for many reasons and some 
time must necessarily elapse before the influence of the 
Reserve Bank permeates the Indian economic structure. 
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At the moment the scheduled banks which are 
required to maintain compulsory balances with the 
Reserve Bank equivalent to 5 per cent. and 2 per cent. 
of their demand and time liabilities, number about 50 
and consist of the larger of the Indian joint-stock banks, 
the Imperial Bank of India and the Exchange banks, but 
the Reserve Bank is required under section 55 of the 
Reserve Bank Act to furnish as soon as practicable to 
the Governor-General its proposals as to the extension 
of the provisions of the Act relating to scheduled banks, 
to other persons and firms engaged in British India in 
the business of banking. For a clear understanding of 
the position, it is necessary to sketch briefly the chief 
factors involved in the regulation of credit in India. 
Some 8g per cent. of the population, according to the 
last census, can be classified as rural, and the provision 
of adequate credit facilities for this part of the population 
transcends that of any other section. Unfortunately, 
the economic status of the Indian cultivator is extremely 
low and in the main he works for a bare subsistence and 
not for profit, with the result that agricultural indebted- 
ness is chronic and mainly unproductive. The total of 
rural indebtedness has been estimated to amount to at 
least Rs. goo crores in British India, and this factor 
presents the greatest difficulty to any attempt to promote 
the economic well-being of the masses. While the spread 
of education and banking knowledge will help to lighten 
the burden, the chief need is, perhaps, the provision of 
facilities for long-term finance, such as is provided by 
specialised institutions of the type of land mortgage 
banks, but the creation of these banks is outside the 
sphere of a central bank and is clearly a matter for each 
Provincial Government to undertake in the light of 
knowledge of local customs and land tenure. Some of 
the local governments are attempting, by means of 
legislation and the extension of the land mortgage 
banking system, to release the “ ryot”’ gradually from 
this stranglehold of debt, but progress is naturally very 
slow. With this background to the study of the financial 
needs of the agriculturist it is, perhaps, obvious that 
the ryot’s chief source of credit accommodation comes 
from the village moneylender or indigenous banker who 
possesses a specialised knowledge of local conditions. 
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The rates charged for accommodation by these lenders 
vary from about g per cent. to probably 50 per cent. or 
75 per cent., dependent upon the security offered, or 
where no security is available, on the personal merits of 
the borrower, and strange as it may seem the cultivator, 
even when other accommodation is available, in many 
cases prefers to obtain credit at these ruinous rates from 
the ‘‘ mahajan’”’ rather than attempt to secure a lesser 
rate of interest from a co-operative or other organised 
society, the reason being that the former rarely presses for 
payment if times are bad, whereas borrowing from thelatter 
necessitates formalities and prompt repayment of dues. 
The co-operative movement in India has made great strides 
since its inception and the capital now possessed by the 
movement totals some Rs. 96 crores. The Government 
have recently set aside Rs. 15 lakhs for the fostering of 
this movement, as it is stated that it offers the best scope 
for bringing cheaper credit within the reach of the 
agriculturist. At the same time a very small percentage 
(less than Io per cent.) of the agricultural population so 
far has been affected by co-operation, and in the last 
few years, owing to the severe fall in the prices of 
agricultural pr oducts, a serious setback has been experi- 
enced. The Reserve Bank is empowered to grant dis- 
counting facilities to the Provincial Apex banks and thus 
through the medium of the central co-operative banks 
the advantages of organised credit facilities should tend to 
reach the members of the primary societies in the 
villages. 

Next in the scale of credit agencies come the Indian 
joint-stock banks, who in the main conduct banking 
business on sound lines and who are also eligible to be 
placed on the list of scheduled banks for discounting 
facilities with the Reserve Bank if their capital and 
reserves aggregate Rs. 5 lakhs. The Imperial Bank of 
India, in view of its prestige, is in a class by itself and 
with its 160 branches and sub-agencies in all parts of 
India makes a valuable contribution to Indian economic 
life and identifies itself closely with the credit needs of 
all sections of the population. It makes advances on 
Government paper and all kinds of agricultural produce 
as well as gold ornaments, and the influence of the 
Reserve Bank by reason of its utilisation of the branch 
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organisation of the Imperial Bank as its agency system 
will be spread far. Lastly, in connection with the existing 
credit agencies, mention must be made of the Exchange 
banks which provide India with all the facilities necessary 
to finance her foreign trade and whose efficient service in 
this connection should not go unrecognised. 

At present there is no organised bill market in India 
and the majority of bank advances are financed by meansof 
the cash credit system against the deposit of Government 
bonds or other security. Before the Reserve Bank was 
created the Imperial Bank of India was permitted, in 
times of monetary stringency, to obtain loans from the 
Government against the deposit of bills of exchange 
representing trade transactions, but the disadvantage of 
this system was that it necessitated a high bank rate 
before it operated. It is hoped that by means of the 
mobilisation of the banking and currency reserves of the 
country the Reserve Bank will be successful in main- 
taining rates of interest at a lower level throughout the 
year and in avoiding alternate periods of excessive 
stringency and monetary ease. For this purpose a con- 
tinuous flow of self-liquidating bills will be necessary and 
the importance of bringing within the framework of the 
banking system the class of indigenous bankers who 
control the largest portion of agricultural credit becomes 
apparent. These as a class are almost entirely unor- 
ganised and conduct their operations mainly with their 
own capital and rarely approach banks for accommoda- 
tion until this is exhausted. This leaves an important 
gap in the control of credit, and though the influence of 
the smaller banks is said to be extending in the mofussil 
districts, neither Government assistance, co-operation nor 
organised banking to-day reaches more than a small 
proportion of the agricultural borrowers. 

The Reserve Bank’s powers to purchase and re- 
discount eligible paper extend in connection with agri- 
cultural operations to bills and promissory notes with a 
currency of nine months provided the signature of a 
provincial co-operative bank or scheduled bank is avail- 
able, and it will be clearly necessary for the Reserve 
Bank, in order to encourage the use of bills, to dis- 
criminate as against other security where accommodation 
is sought from it. 
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The bank’s agricultural credit department is specially 
charged with the study of all questions of agricultural 
credit and with the co-ordination of the operations of 
the bank with the activities of other organisations 
engaged in providing facilities for agriculture and for 
some months now a special officer has been detailed 
by the Government of India to study the aspects of the 
co-operative movement and its suitability for help from 
the Reserve Bank. At the same time the Central 
Government are financing the schemes of the Provincial 
Governments to ensure the better grading and marketing 
of Indian agricultural products, and these steps in con- 
junction with improved facilities for storage of commodities 
and the use of some form of generally acceptable credit 
document such as a standardised form of bill or “‘hoondee”’ 
would do much to bring agricultural credit more within 
the province of organised joint-stock banking. Banking 
facilities can only follow in the wake of a higher standard 
of general and banking education, and while the rise 
in the deposits of joint-stock banks and the increase in 
savings bank accounts and sales of Post Office cash cer- 
tificates within the last decade is satisfactory evidence of 
increasing economic knowledge, the Reserve Bank’s 
powers to help agriculture at the moment must neces- 
sarily be limited. How much prestige will attach to 
those banks which have discounting facilities with the 
Reserve Bank remains to be seen, and for the first few 
years it is expected that many changes will take place in 
the list of scheduled banks consequent on the amalgama- 
tion of smaller units into larger to acquire the necessary 
figure of capital and reserves, and the opposite process by 
those banks now on the list which desire to avoid the 
maintenance of cash balances with the Reserve Bank. 
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Office Rationalisation and 


the Banks 


By C. Ralph Curtis 


HE development of office organisation into a highly 

| technical and sometimes extremely complicated 

science, has been of such rapid growth that it has 

been very difficult for the laymen to keep track of all its 
successive phases. 

As a result of this development a new career, that of 
the office manager, has arisen in the commercial world. 
He is an expert who, in the writer’s opinion, is certainly 
destined to have his counterpart in the head offices of 
all the big banks, not, however, for the supervising of the 
system in use in the bank, but, as shall hereafter be 
explained, in order to be able to supervise the credit- 
worthiness of the bank’s clients. Such an expert must 
combine within himself a number of very different 
qualities. He must be something of a psychologist in 
order to deal with the complications which inevitably 
arise with a staff on the introduction of machinery. He 
must be above all an accountant, in order that he may 
be able to fit the new machines into the fabric of a sound 
accountancy system. He must be enough of an engineer 
to understand the broad principles of the manufacturing 
processes concerned in a firm, in order not only to be 
able to supervise a machine costing system, but also to 
use these machines to bring to his directors whilst they 
are yet fresh and usable those vital business statistics 
which are so essential in commerce to-day. He must be 
something of a company secretary in order to visualise 
the complications of a great organisation in terms of 
company and commercial law, and finally he must be 
enough of a mechanic to see exactly what the new 
machines can and cannot do. 

The introduction of machinery has had its reper- 
cussions in the banks also, and we have already heard of 
staff problems which have arisen consequent upon the 
mechanisation of many bank offices. 

The developments in this connection have, however, 
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been so vast, that it is possible that they may lead to a 
minor revolution in banking practice. 

One of the most marked differences between British 
and Foreign banking practice has been the fact that, 
unlike their continental colleagues, the British banks 
have steadfastly refused to interfere actively in the 
conduct of the business of their customers. 

Formerly when a customer came to the banks for 
accommodation of one sort or another, it was sufficient 
if he supplied his bank manager with his last two or 
three audited balance sheets and profit and loss accounts, 
together, perhaps, with a list of outstanding contracts. 
It was understood that he would deposit security for any 
advance or other facility given, and a general perusal of 
the documents was all that was necessary. Where such 
security was not available the banks sometimes took the 
individual and personal guarantee of the directors and 
partners, with or without a first charge on the company’s 
assets. In such case a much closer perusal was necessary, 
and even then the banks have been frequently left with a 
first charge on assets whose break-up value turned out 
to be less than the advance which had been granted. 

The position has changed to-day, and there are very 
many firms who are not able to deposit adequate security 
but which are nevertheless a reasonable risk from the 
bankers’ point of view. The difficulty is to sort the wheat 
out from the chaff. It is here that the new expert will 
come in, and it is possible that in the not too distant 
future one at least of the general managers or assistant 
general managers of each of the big banks will have to be 
one of these office experts, not, be it understood, to 
supervise the introduction of machinery into the banks 
themselves, but to be able to express an expert opinion 
as to the technical excellence or otherwise of any firms 
applying for facilities. This will involve a far more 
detailed examination of the organisation of the customers, 
and it may frequently involve the bank in insisting on the 
introduction of certain improvements as a condition of 
the granting of facilities. This will, of course, be a 
violation of the rule of non-interference, but it will be 
one of the bank’s greatest safeguards. 

Take, for example, the case of a customer with a 
well-established business who comes to the bank for an 
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overdraft. The customer has been increasing his output 
and is short of ready money. 

The first question which the expert will ask is, have 
you undertaken any market research in order to ascertain 
the possible demand prior to embarking upon this new 
programme of increased production? If so, how has it 
been carried out? by rough rule of thumb or by some 
scheme of scientific collection of statistics? A case came 
to the writer’s notice where the head of an organisation 
asked his experts to calculate what the effect would be, 
in terms of new customers, of certain price reductions. 
He was told that the effect should be approximately 
60,000 in six months and 120,000 in a year. Actually 
the figures were 60,008 at the end of six months and 
120,215 at the end of a year! It is, of course, not usually 
possible to calculate to such a nice degree of accuracy, 
but some such calculations are always possible in all 
concerns. 

This question of market research has a direct bearing 
upon the example, because the shortage of ready money 
might be due to the fact that the sales had not increased 
in volume in the same proportion as the increased output. 
If the answer to this question is in the affirmative, the 
next question which the expert will put will be one 
relating to costing. What costing system is employed ? 
How have you calculated the sale price? Have you a 
mechanical costing system which will tell you as your 
work progresses if the actual costs are approximating to 
the estimated cost upon which the sale price was calcu- 
lated? This is again of vital interest to the bank, as an 
incorrect cost forecast, or, what amounts to the same 
thing, an increase in the actual costs when the process 
is put on the machines, will mean that the margin of 
profit is insufficient, and this alone may account for the 
lack of ready money. Another query in this connection 
is, Do you “ time-cost ’’ your machines? In one famous 
works, each of the several hundred thousand operations 
is costed to two decimal places of a penny and two 
decimal places of a minute. The whole process has to 
be adjusted so delicately that a slight slowing up in the 
working of one machine might well throw out the whole 
system. This actually happened in the firm in question 
on one occasion, and the fact was revealed in a few 
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minutes by the machine costing system which not only 
told the directorate that something was wrong but 
localised the error at once, and enabled the matter to be 
adjusted instantaneously. Without it, it might have 
been several days before the weak link in the productive 
chain had been found out and several thousand pounds 
would have been lost by the resultant disorganisation. 

If the costing is found to be in order the next question 
relates to sales statistics. If we presuppose that the 
firm manufactures a number of different lines, it is 
possible, with the slender margin of profit taken to-day, 
for the failure of one line to nullify the effects of the 
success of all the others. 

One famous firm manufacturing some twelve thousand 
different varieties of screws has a mechanical sales 
statistics system whereby at short intervals—I believe 
fortnightly—the directors are given a tableau showing 
the exact sales of all their products, each screw being 
divided under county, district and town, and salesman. 
The figures are then reversed showing the salesmen first 
and working down to the screw. From these two state- 
ments it is possible for the directors to see exactly how 
each line is going and where, and to take steps accordingly, 
at the same time keeping an eye on the activities of their 
salesmen 

A comparison between two successive balance sheets 
will show if an increased sum of money is being locked 
up in carrying stock. This is becoming a very important 
question with many big firms, and cases have been known 
where some species of mechanisation in stock control 
has resulted in the releasing of thousands of pounds of 
ready cash formerly locked up in carrying stock. 

In one case a super book-keeping machine was actually 
set up in the factory outside the stores department. 
Stock was taken and the resultant totals put into the 

machine. The absolute minimum amount required to 
be carried for each individual item of stock was then 
carefully calculated by the engineers of the company and 
the resultant figures taken out of the first totals. As 
each item of stock came in and went out of the storeroom 
the requisite totals were altered at once, and if any one 
item came down to the minimum, that minimum having 
been taken out of the machine, a minus quantity was 
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registered by the machine, which immediately locked. 
It was thus possible to ascertain in a few seconds when 
the stock of any item had fallen to the minimum require- 
ments, and the necessary steps could at once be taken 
to manufacture or obtain the fresh supply. This system 
obviated the carrying of unnecessary stocks and thus 
released several thousands of pounds of working capital. 

If the punched card system is used it is possible by 
the use of the “ card per unit ”’ system whereby a card 
is punched for every unit of stock carried, to combine 
stock control, invoicing, sales statistics, salesman’s com- 
mission sheets, sales day books, and factory requisitions 
for replacements in one set of operations based on the 
one card with successive tabulations and sortings. 

The question of budgetary control is now coming to 
the fore in this country, and herein lies the germ of 
another possible cause of diminution in working capital. 
Accurate costing, and with it accurate estimates of 
profits, depends upon the correct estimating and allocating 
of overhead charges. With increased outputs, increases 
usually appear in overheads. It is possible to frame a 
budget in advance which will provide for such increases 
being proportionate to the turnover, thus obviating 
lessening profits through increased overheads. It is, 
however, essential that a control should be exercised 
at least weekly, to see that the actual figures for inci- 
dentals and overheads are not exceeding the budget laid 
down. 

Instances could be multiplied ad infinitum to show 
how an understanding of the new technique would be of 
immense assistance to the bank directorate or manage- 
ment when deciding upon the granting of credit facilities, 
but I have no wish to confuse the mind of the reader 
further with these technicalities. 

The old fashioned banker will no doubt be horrified 
at the idea of demanding such details from a client. In 
actual practice it would not quite work out as I have 
described, as the bank expert in charge of this work 
would quietly prepare a card index report upon the 
system employed by every client of the bank whose 

capital was over a certain amount. Such reports would 

be easy to compile as any firm employing such systems 

are always extremely proud thereof, and are always 
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eager and willing to show them to any accredited person 
who is interested, whilst the companies who manufacture 
the equipment will always be ready and willing to fill in 
the gaps. In this way it would be a simple matter for 
the bank’s expert to bring his report up to date im- 
mediately a request for accommodation is received. 


Another Banking Jubilee 


E have another banking jubilee to record, for in 
\X/ June, 1885, Sir Alfred Lewis, who was then 
seventeen years of age, commenced his career 

in the Birmingham & Midland Bank. 

He was quite young when his real opportunity came 
to him, for at the age of twenty-two he was appointed to 
the Man agement of the Morley Branch of that bank, 
His qualifications as a banker, which became very 
evident then, were acknow ledged by his subsequent 
promotion to the Management of the Derby Branch in 
1894, and to the Assistant Management of the Chief 
Office of the bank in Birmingham in Igo2. 

In rg10, when he was forty-two years of age, he 
severed his connection with his old bank to take up the 
responsible appointment of General Manager of the 
Bradford District Bank, which position he held until that 
bank was absorbed in 1918 by the National Provincial 
Bank. While still General Manager of the Bradford 
District Bank he was, in 1916, appointed to a seat on the 
Board in recognition of his valuable services. 

His duties with the National Provincial Bank brought 
him to London in 1918, and in that year he was appointed 

1 Joint General Manager, which led to his ultimate 
seins as Chief General Manager some five years 
later. While acting as Chief General Man: iger his abilities 
were recognised in hjs election to a seat on the Board, 
and when, in 1934, 4 relinquished his appointment as 
Chief General Manager, he was elected a Deputy Chairman 
which position he now holds. He is also a Director of the 
Bank of British West Africa and of the Yorkshire Penny 
Bank. 

His distinguished career as a banker naturally brought 
him into close touch with affairs of a public character, 
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and his work in such matters, particularly in connection 
with the National Savings Campaign in Bradford, was 
rewarded by his Knighthood in 1g21. In recognition of 
his public services he was created a K.B.E. ten years 
later. The University of Birmingham (his native city), 
conferred upon him the honorary degree of LL.D. in 
1930. His association with university life is not confined 
to Birmingham, for he was an active member of the 
Advisory Committee on Economics and Commerce at 
Leeds University for some years, and is at present a 
member of the Commerce Degree Bureau and Appoint- 
ments Board, and also of the Economics Degree Com- 
mittee of the University of London. He is a member of 
the Government Economic Advisory Council and a 
Vice-President of the Institute of Bankers, and he is on 
the Council of the National Library of Wales. 


Obituary 
Sir Alexander D. Kleinwort 


WitTH the death of Sir Alexander D. Kleinwort, Bt., 
on June 8, at Bolnore, Cuckfield, Sussex, in his seventy- 
seventh year, the City of London loses one of its out- 
standing characters. He was senior executive partner 
in the banking house of Kleinwort, Sons & Co., and 
chairman of the North British and Mercantile Insurance 
Company. 

Born on October 17, 1858, in London, at The Glebe, 
Dog Kennel Hill, he entered the family banking house at 
the age of eighteen. After being educated in London, 
Karlsruhe and Antwerp, of which last named he was 
Licencié en Sciences Commerciale of the Institut 
Supérieur de Commerce, he became a partner on the 
death of his father in 1885. Study of financial and 
commercial conditions abroad during two years of travel 
round the world, together with his linguistic ability, fitted 
him admirably for the career of an international banker. 
For over fifty years he was a director of the North British 
and Mercantile Insurance Company, joining the board in 
1884, and being elected chairman in 1928, a position he 
retained until his death. Of those who were members of 
the board when he joined it, he was the sole survivor. 
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Although he purchased Bolnore, Cuckfield, in 1898, 
and spent the greater part of his later life there, he never 
lost his interest in The Glebe, and until its demolition 
would spend a week or so, or even a few days, every year, 
in the house in which he was born. In 1912 he purchased 
30, Curzon Street. 

Devoting so much of his life to his business as an 
international banker, he yet found time for the study of 
horticulture and at Bolnore had a collection of very fine 
trees. Another pursuit of Sir Alexander’s was architec- 
ture, and he possessed a great knowledge of the building 
and history of the London squares in which he took a 
particular interest. Speed held a fascination for him, and 
before the days of motoring there was nothing he loved 
better than a really fast trotter. He was also a remark- 
able shot. In later days when travelling about the 
country, which he did extensively, no matter what the 
weather was like he always used an open car, and rarely 
if ever went anywhere by train. 

In 1889 he married Etiennette Gerard, who survives 
him, and two of his sons are partners in Kleinwort, Sons 
& Co. A baronetcy was conferred upon him in 1909. 

With his passing, the City has lost not only a man with 
an unrivalled grasp of financial affairs, but one whose 
memory for detail and of events long past made of him 
an entertaining companion, whose fund of good reminis- 
cences never seemed to fail him. 


Appointments and Ketirements 


Munster and Leinster Bank 


The Directors of the Munster & Leinster Bank have 
appointed Mr. Cornelius William Walsh to be General 
Manager of the bank in succession to the late Mr. J. L. 
Gubbins. Mr. Walsh has had a distinguished banking 
career. He was appointed Manager of the Pembroke, 
Dublin, office at a comparatively early age. He later 
became Manager of the Arklow office, and in 1922 he was 
transferred to the Head Office as Inspector. In 1933 
Mr. Walsh was promoted to the important position of 
Chief Inspector of the bank, a post which he now vacates 
for the General Managership. Mr. Walsh is a member of 
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a well-known Dublin family, which has held a high posi- 
tion in legal and literary circles of the Metropolis for many 
years. 
National Bank of Australasia 

Sir James A. M. Elder and the Hon. Sir F. G. Clerke 
have been re-elected Chairman and Vice-Chairman respec- 
tively of the National Bank of Australasia for the 
ensuing year. 
National Bank of Egypt 

The Egyptian Council of Ministers has renewed the 
appointment of Sir Edward Cook, Governor of the 
National Bank of Egypt, for a period of five years. Sir 
Edward has been Governor of the Bank since 1931. His 
previous appointments included those of Financial Secre- 
tary to the Government of India from IgIg to 1923, 
Secretary to the High Commissioner for India from 
1923 to 1924 and Financial Adviser to the Government of 
Siam from 1925 to 1930. 


North of Scotland Bank 


Mr. R. L. McGregor, Secretary of the Bank, has 
retired under the Bank’s Pension Scheme after long and 
valuable service. The Directors have appointed Mr. 
Joseph Fettes, the Senior Inspector of Branches, to 
succeed Mr. McGregor as Secretary of the Bank, and Mr. 
James D. Petrie, Accountant of the Bank, has been 
promoted to be Chief Inspector of Branches. 

Mr. R. L. McGregor entered the service of the Bank at 
his native village of Ellon in 1890. Shortly before the 
close of his apprenticeship in 1895 he was transferred to 
the inspection department at Head Office and soon 
afterwards to the Securities Department there. He was 
appointed correspondence clerk in 1903, and two years 
later was made an Inspector of Branches. He subse- 
quently held office as Senior Inspector. In 1922 he 
succeeded the present General Manager, Mr. Harvey H. 
Smith, as Secretary of the Bank, the duties of which 
include, in the arrangements of the Bank, those of Super- 
intendent of Branches. 

Mr. Joseph Fettes, who succeeds Mr. McGregor as 
Secretary of the Bank, was born and educated in Aber- 
deen. He entered the service of the Bank at the Head 


















58 THE ‘BANKER 





Office in Aberdeen in rgor, and has been continuously 
employed at that office throughout his banking career. 
After fifteen months in the Correspondence Department 
he passed to the Inspection Department, where he had 
two and a half years’ experience. From there he went to 
the Accountant’s Department, and while still in his 
apprenticeship, he became Accountant’s Clerk. This 
post he held for six years. He was appointed Head of 
the Correspondence Department in IgII and in Ig2r 
became an Inspector of Branches. He was appointed 
Senior Inspector of Branches in 1925. In the course of 
his inspecting duties he has visited most of the 161 
branches of the bank, and his intimate knowledge of the 
business and of the staff throughout the service will stand 
him in good stead in his new position. 

Mr. James D. Petrie who becomes Chief Inspector, 
started his banking career in Montrose in 1906. Later he 
served in Perth as Teller and Accountant, and in 1g21 he 
was appointed an Inspector of Branches. He was 
promoted Manager of the Trustee Department in 1928 
and Accountant of the Bank two years ago. 


American Banking 


By a Correspondent 
HE outstanding event affecting banking and every 
| other form of business in the United States in May 
was the invalidation by the Supreme Court of the 
National Industrial Recovery Act. The court’s ruling 
not merely obliterated the law which had been the key- 
stone of the Roosevelt recovery programme, but it 
struck a deadly blow at the entire New Deal philosophy. 
Mr. Roosevelt declared that the action of the court 
posed before the country the biggest issue it had faced 
in years—the question of whether it was to submit to the 
restrictions of a constitution drawn up in “ horse and 
buggy ”’ days or was to seek a change in the constitution 
so as to give the Federal Government unquestioned 
authority to regulate economic and social conditions in 
the nation. 
The President plainly implied that a change in the 
constitution so as to validate the social and economic 
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planning wane by the New Deal was to be the issue 
of the 1936 Presidential campaign. The political implica- 
tions of this development are too big to be ignored even 
in a discussion primarily concerned with banking prob- 
lems. At the moment, the future of American banking 
is a political problem. 

Non-partisan opinion has taken two lines of thought. 
The one holds that the President has sustained a deadly 
blow to his prestige. It considers that his thinly-veiled 
attack upon the Supreme Court and his raising of the 
constitutional issue will greatly weaken him with Con- 
gress and the voters, and that the invalidation of his 
schemes has proved the contentions of his critics. 

Another and less widely-held view is that the President 
has been the beneficiary of another stroke of luck and 
that he has once more proved himself a consummate 
politician by the manner in which he has begun to 
capitalise upon it. According to this view, the N.R.A. 
was already dead before it reached the Supreme Court— 
it was dead, but the President could find no way of 
burying it without great embarrassment. The Supreme 
Court relieved him of that problem. At the same time, 
by suddenly terminating the codes under which some 650 
industries had been operating for two years it created 
a highly disturbing situation for business. The immediate 
response was a fall in stock and commodity prices, an 
outbreak of price-cutting, wage-slashing and lengthening 
of working hours and a concerted plea from business 
leaders for ‘“ voluntary efforts’’ to maintain N.R.A. 
standards. 

The President, in effect, said that the Supreme Court 
had tied the Government’s hands. Those who feel that 
the situation is working in Mr. Roosevelt’s favour say 
that the disturbances which are bound to follow the 
abrupt suspension of the codes will be interpreted as a 
sign that private business, in spite of its previous outcry 
against the N.R.A. is unfit to enjoy unrestricted opera- 
tion. The exhortations being exchanged among business 
leaders not to cut wages or depart from other N.R.A. 
standards will be interpreted, it is suggested, as proof 
of the insincerity of business’s earlier “‘ grousing ’’ over 
the law. 

Failure to achieve recovery within the next year 
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would be widely ascribed to the scuttling of the New 
Deal by the Supreme Court and might carry the President 
to a fresh victory at the polls on a new wave of discontent, 
whereas the failure of recovery under conditions such as 
existed before the court’s ruling would have greatly 
weakened Mr. Roosevelt. 

It will take some time to determine which of these 
views is correct, but it is evident that the Supreme 
Court’s decision, whatever may be its long-term con- 
sequences, has greatly added to the immediate business 
and political uncertainties. 

The reaction of the banking community to the news 
of the court’s decision was at first one of undisguised 
jubilation. It was at first felt that the court’s invalida- 
tion of the heart of the New Deal would put a salutary 
quietus upon the Roosevelt experiments—possibly even 
heading off the threatened Banking Act of 1935—and 
would free business from the uncertainties and discontent- 
ment which held it in check. This view was substantially 
modified within the next few days when business leaders 
began to be heard. Upon consideration the banking 
view resolved itself into a belief that in the long run the 
decision was beneficial, because it killed the entire 
philosophy of government regulation of such matters as 
working hours, wages and prices, but that for the short 
term some setback to business might be expected. All 
agreed that if the removal of the codes resulted in com- 
petition through wage-slashing the effects would be 
extremely bad, but most bankers asserted that such a 
consequence was unthinkable because business leaders 
would recognise the suicidal consequences of that course. 

The Supreme Court’s rebuke to the New Deal came 
at a time when the New York bankers, tearing up the 
last shreds of the “truce’”’ they had made with the 
President last October, were waging a bitter, but belated 
fight upon the new banking bill. The bankers had 
originally made a deal with Governor Eccles of the 
Federal Reserve Board which had, they believed, assured 
them of certain modifications in the measure. But the 
President, it was privately reported, remarked pleasantly 
that the matter was too important for the mere word of 
bankers to be taken on it, and the changes asked by the 
bankers failed to be advanced. The House of Represen- 
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tatives wanaiie eimai the bill in a form even less tnaiite 
to bankers than the original draft. 

When the bill came up for hearing before a Senate 
sub-committee under the sympathetic chairmanship of 
Senator Carter Glass, the New York bankers threw aside 
all attempts at conciliation and made a concerted attack 
on the bill as an instrument of inflation designed to give 
the Government complete control over the central bank 
so that, if necessary, the Treasury could finance its 
deficits by dipping into the bank of issue. Within a 
week virtually every important New York banker was 
heard from, those who were not called before the com- 
mittee having presented their views through letters 
to stockholders which were given to the Press. The 
bankers made a strong assault on the bill and some of 
them are hopeful that they have succeeded in shelving 
its more objectionable features. Less sanguine observers 
think it possible that the bill may be slightly modified, 
but do not expect it to be put aside. In its existing form 
it will deliver the entire banking system into the hands 
of Government control, the mechanism of which is so 
shaped as to give the party in power fairly complete 
domination. 

While the financial scene has been thus dominated by 
political considerations, no material change has taken 
place in the banking position. The following table shows 
the principal changes in the deposits and loans and 
investments of reporting member banks of the Federal 
Reserve System in ninety-one leading cities on May 29, 
as compared with a month and a year ago. 


(In millions of dollars) 
Increase or decrease since 


May 29, May I, Mav 30, 

1935 1935 1934 
Net demand deposits ap ... $15,003 +170 +- 2,577 
Total loans and investments a 18,471 218 + 1,165 
Loans on securities sas is 3,054 - 58 422 
Other loans ... si 4,558 - 26 -t- 8 
U.S. Govt. direct obligations as 7,211 — II3 + 949 
Other securities... snp 3,648 — 21 + 630 


Member banks of the F ederal Reserve continue to hold 
a record-breaking amount of excess reserves, the total, 
at about $2,300 millions, being little changed from a 
month ago, due to the fact that gold imports have been 
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offset by the withdrawal of Treasury deposits. Demand 
deposits of the banks have continued to expand, but 
earning assets have been reduced. 

Mr. Morgenthau’s speech of May 13, on monetary 
policy, in which he indicated that this country would 
welcome moves toward currency stabilisation was largely 
for domestic consumption, being an “ interpretation ”’ of 
the Roosevelt monetary policies designed to give them 
an appearance of unity and conservatism. It was one 
of a number of signs that the Administration is turning 
away from monetary devices. The suggestion of a desire 
for stabilisation was, however, perfectly sincere. Mr. 
Hull, the Secretary of State, who has consistently wanted 
stabilisation and tariff amelioration, is gaining in prestige 
within the Administration, having recently vanquished 
some of his most formidable opponents. Washington 
official circles are encouraging talk about a stabilisation 
conference in the autumn. Any sign on the part of Great 
Britain to “‘ forgive and forget ’’ the London Economic 
Conference of 1933 would probably be welcomed. 


French Banking 
By M. Mitzakis 


"Tm month of May was one of the most perturbed 
months in the annals of the French money market. 
In order to find a parallel, it is necessary to go back 

to the most critical period of French fin incial history 

after the war. Even in lebruary, 1934, when Paris was 
the scene of grave street disturbances there was no such 
tension in the money market. It was the first time since 
the return to the gold standard that the Paris market 
was subject to a drastic contraction of resources and toa 
rise in money rates. In 1929, when Wall Street was 
tending to drain Europe of capital, the Bank of France 
was able to maintain its re-discount rate at 3} per cent., 
and in the open market the discount rates remained 
around the same figure. On this occasion, however, the 

Bank of France had to raise its re-discount rate from 2} 

to 6 per cent. within six days. The rise took place in 

three instalments, first from 2} to 3 per cent., then 3 to 4 

per cent., then again from 4 to 6 per cent. This upward 
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movement of the bank rate was accompanied by a 
corresponding rise in the market rates, as is shown by the 


following table :— 
End of End of End of 





Mar., April, May, 
1935 1935 1935 
0/ oO oO 
/O /O /O 
Banque de France, rediscount rate 24 24 6 
Market rate of discount 24 2%; 6 
Day-to-day money es 14 2 53 
Loans on Bons de la Dé ‘fense Ni ation: ile: 
Market rate for 1 month 24 2; 64 
Market rate for 3 months 24 2% pas 
Rates of loans on securities :— 
On the Parquet .. - wi wn 2 I 73 
On the Coulisse . - , - 4} 4} 84 


During May ie mi viet rate of discount advanced 
from 25 to 6 per cent. Day-to-day money advanced 
from 2 to 53 per cent. On the market of loans on Bons 
de la Défense Nationale, the rate for one month rose from 
2,°; to 64 per cent. As for the rate on three months loans, 
it could not be ascertained, since dealings had practically 
ceased. The monetary stringency made itself felt also 
on the Bourse. Advances on securities increased from 
I per cent. to 7? per cent. on the Parquet, and from 4} to 
84 per cent. on the Coulisse. This increase was not due 
to any larger demand for capital, but to the contraction 
of the resources available. 

The cause of this monetary stringency was the heavy 
outflow of gold from the Bank of France. Since April, the 
metallic stock of the Bank of Issue declined week after 
week. The attack on the guilder and on the Swiss franc 
affected the franc adversely, but during April the outflow 
of gold did not assume substantial dimensions and did 
not cause any uneasiness. It was in May, and especially 
during the second half of the month, that the outflow of 
gold became accentuated. In April, the average daily 
outflow of gold was only Frs. 55 millions; it rose to 60 
millions during the first week of May, 90 millions during 
the second week, 500 millions during the third week, and 
over 900 millions during the fourth week. 

The accentuation of the outflow of gold was due to 
the speculation that suddenly attacked the franc. Havi ing 
been initiated abroad, it received considerable support in 
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France, since part of the French public, uneasy owing to 
the difficult budgetary situation, began to doubt the 
possibility of maintaining the stability of the franc. 
Holders of francs began to convert them into gold or into 
foreign currencies. Large amounts of capital were 
exported to London, Brussels and New York. 

Inthe presence of this attack, the Bank of France 
acted with energy. On May 23, it increased its bank rate 
to 3 per cent., two days later to 4 per cent., and on May 28 
to 6 per cent. This increase caused some impression in 
France and abroad. It indicated that the French mone- 
tary authorities meant to defend their currency. In 
addition, it placed bears in francs in a difficult position, as 
the carrying of bear positions became more expensive. 
The rise in interest rates contributed to discourage 
speculative operations. 

The measures taken by the Bank of France were fully 
justified. To appreciate this fact, it is sufficient to examine 
the bank return at the end of May. 

End of Endof End of 
Mar., April, May, 
1935 1935 1935 


(Millions of francs) 


ASSETS. 
Gold reserve + ws 82,635 80,933 71,779 
Foreign exchange r reserve ‘(total) es 797 844 1,926 
Sight ee - e. os _ 10 9 976 
Time i - a 7" os 787 835 950 
Discounts (total) .. aa es ia 4,390 4,501 7,360 
Bills on France .. * a 4,170 4,280 7,137 
Bills on Foreign countries - = 220 221 223 
Advances on bullion - wi - 1,185 1,175 1,179 
Advances on securities .. os wei 3,119 3,004 3,371 
Advances on 30 days gia i 7 20 10 937 
Bonds on the Caisse Autonome .. is 5,833 5,805 5,805 
LIABILITIES. 
Note circulation .. ae 83,044 82,352 82,776 
Current and deposit accounts (total) 0 19,880 18,848 15,085 
Of which— 
Treasury . ‘ wi - es 538 649 159 
Caisse Autonome or ia aa 3,129 3,053 2,611 
Private accounts ‘5 oe i 15,976 14,922 12,106 
Sundry .. ws ‘9 wh 237 223 209 
Total of sight liabilities a és a 102,924 101,200 97,861 


Percentage of gold cover .. “ -.  80°29% 79°97% 73°35% 


—_—_-- 
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During May, the gold reserve declined from Frs. 80,933 
millions to Frs. 71,779 millions, a decline of Frs. 9,154 
millions, or £122 millions. Never, since the stabilisation 
of the franc has there been such a marked reduction 
within such a short time. The previous high record was 
achieved between January 26 and February 23, 1934, 
during which period the outflow did not exceed three 
milliard francs. The heavy outflow of gold on the present 
occasion indicates the extent of the flight of French 
capital which took place during that period. Its outflow 
caused grave inconvenience to the Treasury. The French 
banks had to face withdrawals of deposits, and in order to 
replenish their cash reserves they had to claim the repay- 
ment of part of the Treasury bills they held. Thus, the 
outflow of French capital took place at the expense of the 
Treasury. Needless to say, the Treasury, whose position 
was already anything but enviable before the beginning 
of the present movement, had to face a situation of 
increasing gravity. Without the assistance of the Caisse 
des Depots et des Consignations and the Bank of France 
it is probable that the Treasury would not have been 
able to meet its liabilities. The contraction of the Trea- 
sury’s resources, which was the consequence of the flight 
of capital, contributed to a large extent to shake con- 
fidence in the franc, since it foreshadowed the possibility 
of inflation. 

In spite of the increase of its discount rate from 2} to 
6 per cent., the Bank of France was unable to prevent an 
increase of its re-discounts from Frs. 4,501 millions at the 
end of April to Frs. 7,360 millions at the end of May. 
Advances on securities increased from Frs. 3,094 millions 
to Frs. 3,371 millions. As for thirty days advances which 
were practically non-existent before May, their amount 
increased from Frs. 10 millions to Frs. 937 millions. This 
sudden expansion of advances indicates the degree of the 
requirements of commercial banks. It was these banks 
which availed themselves of the facilities of the Bank of 
France. They were compelled to do so as a result of the 
outflow of their deposits in connection with the purchase 
of gold or foreign exchanges by their clients. 

This increase of re-discounts prevented the Bank of 
France from reducing the volume of its liabilities in 
proportion to the decline of its gold reserve. During the 
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month of May the total of the note circulation and current 
account balances declined from Frs. 101,200 millions to 
Frs. 97,861 millions, a fall of Frs. 34 milliards, while the 
decline of the gold reserve exceeded Frs. 9 milliards. The 
Bank of France thus failed to follow the rule which, until 
May, had always been strictly adhered to. It must be 
admitted, however, that conditions were not favourable 
for the application of this rule. The French Treasury 
was in such an awkward position at the end of May that 
the Bank of France was morally obliged to give assistance. 
Nevertheless, it succeeded in restricting its liabilities to a 
certain extent and in creating in the French money 
market a stringency which tended to handicap speculative 
operations against the france. It is beyond doubt that 
the increase in the bank rate and credit restrictions 
pauvente dd speculation from increasing its commitments 
igainst the franc. The absence of a contraction of the 
note circulation and current accounts to the same extent 
as the contraction of the gold reserve resulted in a marked 
decline of the reserve ratio. At the end of April, it was 
still around 80 per cent. At the end of May it had de- 
creased to 73-35 per cent. Although even at that latter 
figure it is much higher than what is considered normal, 
it is none the less a fact that the monetary position of 
France has weakened in consequence of the violent attacks 
on the franc. 

The prospects of the franc depend on the measures 
which are taken by Parliament. From a purely technical 
point of view, the position of the franc is very solid. The 
Bank of France still possesses a gold reserve of over 70 
milliard francs. Even if this should decline further, it 
would provide an adequate cover to the franc. From an 
economic point of view the situation is less favourable, 
but gives no reason for uneasiness. France, like all other 
countries, is affected by the crisis, but her trade activity 
remains at a relatively satisfactory level. Unemployment 
is still within relatively moderate limits. 

The weak spot of the French monetary situation lies 
in the budgetary deficit and in the weakening of the 
Government’s credit. In the course of the last few years, 
Parliament was not prepared to carry out the budgetary 
deflation so necessary in order to adjust expenditure to 
revenue. Several attempts were made in that direction, 
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but owing to electioneering considerations, the measures 
were not sufficient to eliminate the deficit. For many 
months the Treasury was able to cover its requirements 
by means of borrowing, but these persistent appeals to 
the investors ended up by undermining confidence and 
provoking some fears about the future of the franc. So 
far, nothing irreparable has happened. It is still possible 
to restore the situation, and France has proved on various 
occasions that she is capable of heroic efforts. It is none 
the less beyond doubt that M. Laval’s cabinet has no 
time to lose in tackling the work of financial reconstruc- 
tion, for which it has obtained full power from Parliament. 


German Banking 


By a Correspondent 


HE easier tone of the German money market which 
continued this year after the usual seasonal period 
remained in evidence during May to a considerable 
extent. The market rate of discount which was for years 
at the same level as the bank rate was reduced three 
times within a week and at present it is at 3 per cent., 
1 per cent. below the bank rate. Day-to-day money 
declined to 24 per cent. for first-class borrowers. Since 
this development was due not so much to a natural 
increase of liquid resources as to the special method with 
which public works have been financed with the aid of 
the resources of the Central Bank, the authorities con- 
sidered it necessary to counteract the continuation of 
this tendency. To that effect the Reichsbank did not 
intervene in the money market but through the inter- 
mediary of its affiliate, the Gold Discount Bank. Since 
Mav 3 the latter has been placing bills at the market rate 
of discount. Banks were thus enabled to employ their 
liquid resources which were kept idle. With the aid of 
the resources thus obtained, the Gold Discount Bank will 
relieve the Reichsbank of some of the latter’s investments. 
In order to adjust the capital of the Gold Discount Bank 
to this extended sphere of activity, the Reichsbank took 
over Rm. 200 millions of its new shares. Payment for 
these shares was made through the surrender of bonds 
which were taken from the Reichsbank’s inner resources. 
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By this opportunity, the exceptionally large size of the 
Reichsbank’s hidden reserves has become evident. Its 
share capital amounts to Rm. 150 millions, while the 
balance sheet for 1934 shows open reserves at Rm. 471 
millions. It is assumed that the hidden reserves were 
not by any means exhausted by the transfer of this 
Rm. 200 millions. 

The sale of bills by the Gold Discount Bank has 
affected the bank return to a considerable extent. During 
the first three weeks of May, the investments of the 
Reichsbank without including securities eligible for note 
cover, declined by Rm. 596 millions, compared with 
Rm. 352 millions for the corresponding period of 1934. 
One of the reasons for this decline was that the conversion 
fund, which handles the funds due to foreign creditors 
but retained owing to the transfer moratorium, withdrew 
part of its balances with the Reichsbank and acquired 
bonds for the amount. At the end of May the conversion 
fund’s balances with the Reichsbank amounted to 
Rm. 178 millions, against Rm. 292 millions at the end 
of April, while its investments increased from Rm. 22 
millions to Rm. 152 millions. 

The extent to which the facilities of the Reichsbank 
were used during the turn of the month was Rm. 503 
millions in May compared with Rm. 332 millions in May, 
1934. The decline that followed the turn of the month 
was also more pronounced than a year ago, but not in the 
same proportion as was the increase prior to the end of 
the month. The decline of the Reichsbank’s holding of 
securities eligible for note cover continued during May, 
though to a more moderate degree. 

The increasing liquidity of the money market is 
expressed in the monthly returns of the German Commer- 
cial banks for the end of April. The outside resources of 
the five large Berlin banks increased in April by Rm. 6 
millions, against Rm. 21 millions in March. There was, 
however, a considerable change in the composition of 
deposits. Inland deposits increased by Rm. r1o millions, 
against Rm. 50 millions in March. Savings deposits have 
also increased. Leading provincial commercial banks 
show similar tendencies. On the assets side, advances on 
commodities and overdrafts declined considerably as the 
repayments of old credits exceeded the new credits 











GERMAN BANKING 69 





granted. On the other hand, the holdings of commercial 
bills and Treasury bills increased. Acceptance and 
guarantee liabilities also declined. 

The development of German commercial banks con- 
tinues to indicate the tendencies prevailing in German 
trade. The increase of liquid resources continues as a 
result of the financing of employment creating works, 
and also thanks to the improved earning capacity of 
industry, and to a smaller extent to the reduction of 
stocks due to the restriction on imports. At the same 
time, the demand for capital is still moderate since the 
German industrial organisation has become considerably 
modernised during past years so that the leading indus- 
tries have an adequate production capacity to cope with 
the increased requirements. The fact that savings 
deposits increased in April by Rm. 96 millions shows that 
the liquidity of the money market is due in part at least 
to an increase of genuine savings. The official policy aims 
at the employment of this newly created capital for the 
funding of the floating debt created in connection with 
the public works. The Government loan of Rm. 500 
millions taken over by the savings banks in January was 
considerably covered through the increase of deposits 
during the past months. Details of a Government loan 
to be taken over by insurance companies are not yet 
available. 


International Banking Review 


SWITZERLAND 


HE banking troubles which have been brewing 
behind the scenes for some time past had to be 
admitted openly during the past month. The 
Federal Government authorised the Banque Commerciale 
de Bale to declare a moratorium on some of its liabilities. 
It has been known for some time that the bank has been 
subject to adverse pressure. Since the beginning of this 
year its 500-franc shares dropped to about 25 francs. 
While other bank shares were also weak, their decline 
was incomparably more moderate than that of the 
Banque Commerciale. The extent of the bank’s commit- 
ments in Germany and the withdrawal of foreign and 
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Swiss deposits in connection with the flight from the 
Swiss franc, were the two main causes of its difficulties. 
The system of debenture bonds falling due day after day, 
which in Switzerland takes the place of time deposits to a 
large extent, also provided a weak spot, and was partly 
responsible for the troubles. 

The underlying cause was, of course, the over-valua- 
tion of the Swiss franc, owing to which banks are always 
exposed to the withdrawal of foreign and Swiss capital, 
and to losses arising from the trade depression. In this 
respect the Banque Commerciale is by no means the 
only Swiss bank which is exposed to adverse pressure. 
Several others are understood to be in a somewhat 
similar position; the difference between their difficulties 
and those of the Banque Commerciale is merely one of 
degree. 

The moratorium was only applied for the debenture 
bonds and for savings deposits. Depositors are entitled 
to draw 500 francs. The current accounts of foreign 
banks have been left untouched and the bank fulfils all 
its foreign exchange commitments. As a result, it 
continues its banking activity notwithstanding the partial 
moratorium. In foreign banking circles the treatment of 
foreign creditors by the bank and by the Federal authori- 
ties is appreciated, especially as in other countries where 
banking crises arose local depositors usually received 
preferential treatment at the cost of foreign creditors. 





BELGIUM 


The recovery in the banking situation continued 
during the month under review. As a result of the 
devaluation of the belga, large amounts of Belgian capital 
were repatriated or dishoarded and consequently there 
was a steady increase in bank deposits. In fact, Belgian 
banks have by now recovered the whole of the deposits 
they lost during the crisis. What is more, owing to the 
confidence in the stability of the belga at its lower level, 
foreign funds have found their way to Brussels and Bel- 
gian banks now hold fairly substantial amounts of foreign 
balances. Their position has improved also in con- 
sequence of the unfreezing of large amounts of commercial 
claims through the improvement of general economic 
conditions. At the same time, the revival of trade 
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increased the possibilities of the productive employment 
of the banks’ resources. 
SWEDEN 

During the month of May the Riksbank’s gold reserve 
as well as holdings in foreign currencies have further 
increased, the gold reserve reaching on May 31 a record 
amount of Kr. 349,000,000, and foreign balances and 
holdings—Kr. 622,000,000, even this a top figure. For 
this latter increase accounts to a large extent the general 
uncertainty on the Foreign Exchange market, which 
induced the private Swedish banks to dispose of their 
foreign currencies to the Riksbank. Partly for the same 
reason the Riksbank has taken home her entire stock of 
gold held abroad. While the Treasury’s deposits have 
increased during the month under review by Kr. 
103,000,000, the Riksbank’s private deposits have de- 
clined by Kr. 111,000,000, which can be interpreted as an 
increase of market requirements. 

While the Swedish private banks’ public deposits of 
all kinds have decreased by Kr. 34,000,000 to a total of 
Kr. 3,586,000,000 on May 31, loans and advances of all 
kinds have increased by Kr. 3,530,000 to a total of Kr. 
3,920,000,000, thus a surplus of advances over deposits 
of Kr. 335,000,000. While cash items of the big joint 
stock banks show noticeable decreases, there also con- 
tinues a transfer of deposits from time to sight accounts. 

Taking together the Riksbank and the 29 Swedish 
private joint stock banks, their total balance with foreign 
banks shows an increase of Kr. 25,960,000 to a total on 
May 31 of Kr. 887,090,000, as against a balance due to 
foreign banks of Kr. 94,720,000. Thus there is a Swedish 
credit balance of Kr. 792,370,000. Considering also the 
Riksbank’s present gold reserve, it is clear that at present 
the Swedish money market is in an exceptionally strong 
position. 

As to the structure of the Swedish banking system, 
there have not taken place changes of any kind during 
the month under review. 


DANZIG 
While the devaluation of the currency produced an 
extremely favourable effect upon the banking situation 
in Belgium, the result was much less gratifying in Danzig. 
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The reason for this was that the Free City of Danzig 
decided to link the gulden to the Polish zloty. Con- 
sequently, those who expected the Gold Bloc to devalue 
were afraid that since the gulden was linked to the zloty 
it would undergo a second drastic devaluation. There 
was, moreover, much talk about alleged abuses in connec- 
tion with the first devaluation, which is said to have 
proved very profitable to those who were in a position 
to know about it in advance. When the position of the 
franc and the Gold Bloc as a whole was becoming critical 
at the end of May, there was a flight from the gulden 
which was accompanied by a run on the banks in Danzig. 
The withdrawals of deposits assumed such dimensions as 
to necessitate the declaration of a general bank holiday 
affecting all State banks, commercial banks and savings 
banks. The stock exchange was also closed. Certain 
exchange banks were permitted to keep open for the 
purpose of purchasing foreign currencies. Special arrange- 
ments were made for the payment of wages and for with- 
drawals for other urgent requirements. Drastic measures 
of exchange restrictions have been introduced. The 
Bank of Danzig obtained the monopoly of all transactions 
in foreign currencies. Dr. Schacht paid a visit to Danzig 
to investigate the conditions and advise the Senate as to 
the steps to be taken. Proposals for the unification of the 
gulden with the zloty were rejected. 


GREECE 

There has been much discussion about the projected 
amalgamation of the Bank of Greece and the National 
Bank of Greece. M. Tsouderos, Governor the Bank of 
Greece, resigned and the Greek Government has not so 
far taken any decision about the appointment of his 
successor. It is believed that no attempt will be made to 
effect radical changes in the organisation of the Bank of 
Greece which was created on the basis of the League of 
Nations protocol in 1928. 


CHINA 
Another crisis due to America’s dear silver policy, 
which threatened to engulf many of the smaller Chinese 
banks, has been averted by the action of the Chinese 
Ministry of Finance, says Reuter from Shanghai. 
The Minister had advanced $25 millions (Chinese) of 
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Government bonds against securities of twice that 
amount put up by the Chinese Bankers’ Guild to firms 
which are solvent but temporarily embarrassed. 

The normal springtime demands for cash, particularly 
to finance the silk crop, combined with the shortage of 
silver threatened to prove too heavy a strain on many of 
the banks and there was much anxiety over the week-end. 

A heavy export tax was placed on silver by the 
Chinese Government which checked the outflow to some 
extent, though there is believed to be much smuggling. 

The situation is still serious, and a few days ago 
smuggling of silver was made punishable by death. 


Books 


THE PROBLEMS OF THE FOREIGN EXCHANGES. By 
L. L. B. ANGaAs. (London, 1935. Macmillan & 
Company. 20s. net.) 


In this book, Major Angas re-states his views against 
the return to the gold standard. His attack on the 
system is systematical and on the whole well conducted. 
His arguments are worth reading whether or not we agree 
with them. At the same time, the defects of the author’s 
arguments are sometimes glaringly obvious. To take 
only one example, dealing with the argument that it is 
to the interest of Great Britain to return to the gold 
standard for the sake of maintaining good relations with 
the Union of South Africa, Major Angas raises the ques- 
tion of whether it is worth our while to put up with the 
existence of two million unemployed for the sake of our 
Imperial relations with that dominion. He seems to 
overlook the fact that although since 1931 we have not 
been on the gold standard, we still have well over two 
million unemployed. Like so many other opponents of 
the gold standard, he confuses the effects of that system 
with those of a deflationary monetary policy which can 
be conducted for the sake of maintaining monetary 
stability in terms of commodities as well as maintaining 
the gold standard. The experience of the last few years 
has proved that the general financial policy of this 
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country has remained more orthodox than that of coun- 
tries which have not abandoned the gold standard. 


THE PROBLEM OF CREDIT PoLicy. By E. F. M. DursBin. 
(London, 1935. Chapman & Hall. tos. 6d. net.) 
CONSIDERING that the preface of this book is dated 
from the London School of Economics, the views of 
Mr. Durbin are remarkably progressive. He has the 
intellectual courage and honesty to admit that he has 
changed his views since his previous book. While in 
1932 he held the view which characterises the attitude of 
the London School of Economics towards the problems 
of monetary policy, that the only method of bringing 
equilibrium out of trade cycle fluctuations lies in further 
deflation during the period of depression, he now admits 
that reflationary policy can be pursued with perfect 
safety. He has also broken away from the creed of re 
Hayek-Robbins school in that he declares himself i 
favour of monetary expansion and a stable level of com- 
modity prices. Mr. Durbin’s greatest heresy is, however, 
that he believes in curing unemployment by means of 
monetary planning, in eliminating poverty and raising 
the standard of living. Instead of “being solely interested 
in the maintenance of the currency at its gold parity at 
the cost of unlimited sacrifices, he actually dares to think 
in terms of human welfare. In the circumstances it 
would not be surprising if the London School of Economics 
were to apply for an injunction to prevent him from using 
the school’s name in connection with views unworthy 
of the deflationary traditions of that institution. 


CENTRAL BANKING UNDER THE FEDERAL RESERVE 
SysTEM. By LAWRENCE E. CLARK. (New York, 

1935. London: Macmillan & Co. 2is. net.) 
ALTHOUGH libraries have been written on the working 
of the Federal Reserve System, the present book requires 
no apology. It gives an interesting historical account of 
the development of the system, with special regard to 
collaboration with foreign Central Banks, to which a very 
interesting chapter is devoted. The crisis of 1933 is also 
dealt with adequately. 
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PRINCIPLES AND METHODS OF TAXATION. By G. ARMI- 
TAGE SMITH. A New Edition revised by R. G. 
HAwTREY. (London, 1935. John Murray. 5s. 
net.) 

Mr. HAwTREY has rendered a service by revising and 
bringing up to date one of the classics of English financial 
literature. The book is very readable and its last chapter, 
giving an account of revenue systems of other countries, 
is particularly useful for students of public finance. 


THE INCOME THEORY OF PRICES. By J. S. ROBERTSON. 
(London, 1935. Frederick Warne & Co. 3s. 6d. 
net.) 

THE author adopts the view put forward by Professor 
Robert Liefmann during the war according to which it is 
not the quantity of money as such that determines prices, 
but the effect of the quantity of money upon the con- 
sumer’s income. This theory, which secured a very 
strong foothold in German economic literature, has so 
far been comparatively neglected in English economic 
literature and the author’s undertaking to draw attention 
to it is therefore welcome. 





BRITISH INDUSTRIES AND THEIR ORGANISATION. By 
G. C. ALLEN. Second edition. (London, 1935. 
Longmans Green & Co. Ios. 6d. net.) 


SINCE the publication of the first edition of this book 
in 1932, far-reaching changes have taken place in British 
industrial organisation. The publication of this enlarged 
and revised edition of Mr. Allen’s work is therefore fully 

justified. The book can safely be recommended to those 
who want to form a general opinion on industrial develop- 
ments as a background for their special study of the 
monetary and banking situation. 


THE PROBLEMS OF THE FOREIGN EXCHANGES 


By L. L. B. ANGAS 
A discussion of the problems of Stabilisation 
MACMILLAN & CO., ST. MARTIN'S ST., W.C.2 20/- 
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THE STATESMAN’S YEAR-BOOK. Statistical and Historical 
Annual of the States of the World for 1935. 
Edited by M. Epstein, M.A., Ph.D. (London, 
1935. Macmillan & Co. Price 20s.) 

WITH the seventy-second issue of the Statesman’s 
Year-Book, Dr. Epstein celebrates the jubilee of his 
association with this indispensable reference book. The 
information contained in it is a model of conciseness and 
utility, covering as it does not only the finance, industry, 
government and production of every country in the world, 
but also finding space for history, biography, area, 
population, diplomatic representatives, and other valu- 
able items, not the least of which are the bibliographies 
at the end of each section. 

As is its custom it contains two maps of topical 
interest, the areas selected for this year being Manchukuo, 
and the Libyan Boundary Settlement, 1934. 

It is a reference book invaluable to the banker. 


MADE IN JAPAN. By GUENTHER STEIN. (London, 1935. 
Methuen & Co., Ltd. Price 7s. 6d. net.) 


In his book Mr. Stein deals not only with the structure 
of Japanese industry, the position of her industrialists 
and workers, and her fight for world markets, but he also 
reviews political, social and military conditions. 

Not the least interesting chapter to bankers is that 
which deals with the Mitsui and Mitsubishi concerns. 

The whole book, however—the result of extensive 
study—is extremely interesting, even if it only makes 
clear how difficult a task it is to reconcile Japanese 
working conditions with those of western countries. 


WorLD FINANCE SINCE 1914. By Paur EINzIG. 
(London, 1935. Kegan, Paul. (Price 12s. 6d. net.) 
WE have received the above book and hope to 

review it in our next issue. 
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OTTOMAN BANK 


REMARKABLE RECOVERY IN TURKEY 


SIR HERBERT LAWRENCE’S REVIEW 


Te umnual general meeting of shareholders 
of the Ottoman Bank was held on June 18 
Winchester House, Old Broad Street, 


at 
London, E. 
General the Hon. Sir Herbert A. Lawrence, 
G.C.B., said that during the year no remedy 
appeared either for the uncertainty which has too 


long ruled the relations of currencies to each other 


or for the almost total paralysis of credit and of 


international exchanges, aggravated by political 
apprehensiot As you can easily imagine, the 
vear 1934 Was far from improving the general 
conditi nder which we have worked. 

Even th ittempts at adaptation and recovery 
which I ntioned last year were, at the most, 
isolated episodes, in so far as they were ré alised 
at all, and are to be imputed either to particular 
circumsta! or to a policy of national self 
sufficier vhich was often artificial. It is im 
I i t ipressed by the contrast, so 
often phasised, between the failure to re 
stablish a world economy and the relative 

i market 


ACTIVITY IN TURKEY 


Nothing is more remarkable than the recov 
shown by Turkey, especially during the latter half 
f the past year During the first six months 
there were no important transactions, but in the 
autumn foreign purchases, swollen by the need to 
balance the a¢ ints of clearing agreements, and 
in particular by Germany’s need of supplies, 
brought about a considerable business movement 
ind prices rose to levels unknown for years. Thus, 


in a few months, prices of mohair and wool were 
than doubled and those of tobacco were 








icreaset 60 per cent. and of barley by 50 pet 
cent., while Turkish wheat and cotton reached 
levels above the world parity by reason of Govern 


ment intervention and exceptional demand. 

Although production as a whole was less abund 
ant than in 1933, agriculture naturally benefits 
most from such a revalorisation of the national 
products, and growers disposed of the year’s crops 
with profit. 

At the same time, commerce, helped incidentally 
by a lowering of railway rates, was able to a large 
extent to liquidate old stocks, and there is no doubt 
that at the price of a few new failures—certainly 
fewer than in previous years—the market is in a 
healthier condition. 

A clear sign of this renewed activity is shown by 
the number of bills rediscounted by the Central 
Bank, the value of which from December 31 of 
one year to the next rose from 8,000,000 to a little 
more than 13,000,000 Turkish pounds, 


FOREIGN TRADE 


So far as one can tell from unofficial informa- 
tion, the statistics for foreign trade provide 


evidence of the same nature. Tor the first time 
since 1929, as compared with the previous year, 
there has been no decrease in the global amount 
of foreign trade. 

Ihe trade balance remains favourable, and, 
although there has been less exchange offered on 
the market than in 1933 by reasonof the general 
functioning of compensation agreements, the 
Central Bank was not only able to meet all the 
financial engagements of the State to foreign 
creditors, and notably the punctual service of the 
debt under the contract of 1933, but, further, was 
able to an appreciable extent to strengthen its 
gold reserve and its reserve of exchange convert- 
ible into gold. This is most encouraging in view 
of the day when world conditions will be such as 
to make possible the return to an international 
standard and to the free circulation of capital. 

The effect was also felt in the public finances. 
Until June these were only normal, but in the last 
seven months of 1934, which are the first seven 
of the fiscal vear 1934-35, the yield of revenue 
showed a surplus of 2,500,000 Turkish pounds, as 
compared with the revenue encashed in 1933-34, 
and a surplus of 3,000,000 over the Budget 


estimates 


POLICY OF INDUSTRIALISATION 


The Government has pushed on its policy of 
industrialisation. You are aware that it is the 
intention of those who framed this policy to 
change the structure of the Turkish national 
economy by relievingit gradually of a part of its 
unports and creating new possibilities of export. 

lhe Five-Year plan of industrial equipment is 
being carried out under the control and direction 
of the State and, it mustalso be said, exclusively 
at its own expense, 

rhe nationalisation of services of public interest 
is also an objective of the Government. To-day 
this has nearly been attained, with the repurchas« 
of the Izmir-Cassaba Railway and that of th 
Quais d’Istanbul. 


POSITION OF THE BANK 


rhe system of economic direction and control, 
which at present prevails, inevitably results in 
certain limitations, for the moment at least, to 
the activity of an institution such as ours. I need 
only mention the restrictions on exchange opera 
tions and the fact that most international settle- 
ments are placed in the hands of compensation 
departments. Meanwhile, we endeavour to fulfil 
our double role of a credit establishment and of 
banker to the Treasury with due recognition of 
the duties entailed and the services rendered. 

We offer to commerce and to industry every 
facility which is consistent with the liquidity 
which we hold to be essential to the security of 
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our depositors. In fact, one is already in the healthy prosperity for the future of these terri- 

position of being able to draw your attention to a tories. Our filiale found itself in a position to 

il improvement in the operation of our Turkish — raise the rate of its dividend from 10 to 12} per 
hes, if not, as vet, in their positive results. cent. 

I policy of strict momy and regrouping of The board of directors of the Bang lranco- 

I spoke to you last vear is beginning to bear Serbe,in its last rcport, explains that its operations 
fruit In 1934, in agreement with the Ministry of have continued to be satisfactory, but that it has 
Fina \ losed 15 secondary agencies which — been obliged to make important provi s of ar 

lnot | Vv pay th way The only new exceptional character and to decide to carry I 
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Some National Provincial Banks 


By Professor C. H. Reilly 


HAVE often commented on the success which has 
| attended the policy of the National Provincial Bank 

in discovering a pair of good architects and then 
keeping them in continual employment. Each new 
batch of photographs of this bank’s branches that reaches 
me is further evidence of this. I believe these architects, 
the late Mr. F. C. R. Palmer and Mr. W. F. C. Holden, 
are, or were, salaried architects giving their whole time 
to the bank’s work and doing nothing else, and that 
now Mr. Holden carries on by himself under the same 
conditions. Those who think that in a fully organized 
state, where competition has been eliminated, be it 
Socialist or Fascist, good artistic work would be less 
likely to be achieved than under competitive conditions, 
must find the generally higher standard of the National 
Provincial branches all over the country to the branches 
of the other great banks, who employ a variety of 
architects in competitive practice, very difficult to 
explain. The two National Provincial architects (now 
one) with safe salaried positions and no competition 
to fear from other architects seem to me to take more 
pains and to give more service both to the bank which 
employs them and to the community not less, as one 
was brought to suppose was bound to be the case. 
Doubtless, too, the National Provincial Bank saves a 
good deal of money by their scheme, though that is of 
secondary importance. 

Let us begin with the Tenby branch where we have 
photographs of the old bank building, of about eighty 
years ago I should imagine, and of the same front as 
recently altered. First of all it 7s the same front though 
at a glance one would hardly think so. In place of a 
muddled building with no repose about it one sees a 
building in which repose is its chief feature. There is a 
breadth about the new front which one would not have 
thought it possible to have obtained from the old by 
the mere alteration of a few windows. First be sure 
it is the same front. There are the same quoins and the 
same top cornice. The alteration to the ground floor 
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is, of course, obvious. The architects have taken out 
the old bank front with its muddled arrangement of 
two narrow doorways side by side, one for the bank and 
one for the manager’s house, and have put in its place 
the fine type of bank front which they so often use, 














THE OLD BUILDING AT TENBY 


and indeed have almost standardized. All that is what } 
one would expect. The outside architect might have | 
done it too if he had the requisite skill and taste. Would = | 
he, however, have thought of taking out the two over- : 
hanging bay windows, which project so crudely into the 
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street, and in their place have put the gently curving 
ones which leave the breadth of the front intact? I doubt 
it. He might well not have felt it his province, or if he 
had been definitely instructed to deal with the whole 
front it is highly likely he would have rebuilt it entirely. 





FHE TENBY BRANCH—AS IT IS TO-DAY 


He might have been tempted clearly to do something 
more striking than this gentle alteration of an old front 
so that the bank might remember him and call him in 
again. Then on the top floor the architect has removed 
the two Gothic drip-moulds, relics of the Gothic Revival, 
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from the pair of Georgian windows. That is all, but 
with these little alterations to the windows of each of 
the two upper floors the architect has produced a simple, 
charming front, exactly the right sort of thing for a small 





THE MAIDENHEAD BRANCH ' 


country town. When a_ bank, through its architect, 
changes a building in this way, however much it may 
thereby improve its own premises and its own trade, there ' 


is no doubt it also does a great service to the town. 
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I hope in this case Tenby, the little town which produced 
Augustus John, our greatest living painter, and whose 
father is still, I believe, an adorns there, appreciates 
what has happened. 

At Maidenhead, where Mr. Holden had a similar task, 
it was not possible for him to produce equally good results 
without pulling down and rebuilding the old building ; 
in this case part of a brewery. Apparently the latter 
course was not possible. What a pity a town, which 
has once made the bad mistake of allowing such an 
absurd building to be put up in a prominent position, 
cannot later on contribute to its destruction! The bank, 
to get its corner site, had probably to buy the whole block. 
If so, one can understand their hesitating at pulling it 
all down. These bad things are so often so damnably 
well built. The men who committed them, not obviously 
being interested in the subtleties of architecture but 
only in its most blatant and easily obtained effects, have 
very generally found their real interest in the actual 
construction. Anyhow, all the architect was allowed to 
do in this case was to adapt the actual premises to be 
used by the bank. Both for lighting his banking hall, 
and to live up or down to his surroundings, he pulled out 
a cheap first-floor bay window and put in a great arch 
and window running through two storeys. Into this 
latter he cleverly inserted a door projected forward so 
that it should not be architecturally crushed by its 
chimney surroundings and surmounted it, rather charm- 
ingly, by the bank’s symbol. A similar big arched 
window has been inserted at the side. These two together 
must give a fine effect to the interior. It is a pity one 
cannot illustrate that. I should like to see whether in a 
case like this, where the architect has not had the interest 
of designing a new building but only of altering a little 
a very bad one, he has carried out his interior with the 
thoroughness | expect of him, or whether he has merely 
left it finished in the deca 1ce Way most banks, 
not necessarily National Provincial ones, are finished. 

The Edgware branch adopts the domestic Georgian 
convention for a brick building in a country town with 
great charm and success. I have been looking for such 
a Georgian house this Whitsuntide in half a dozen counties 
to buy and settle down in. If I had seen this one 
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as I motored by and had not read the bank’s name 
I should certainly have turned back and sought out the 
local agent to see if it were possible to buy it. Whether 
this is a full compliment or not to a new bank I am not 
prepared to say. That it should make an instant appeal 
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THE EDGWARE BRANCH 


of this kind clearly shows it has humane qualities rarely 
to be found in a new building. Should a bank, though, 
look like a private residence, however dignified? I notice 
special labels have had to be put up over a door and in a 
window, “ bank house ’’ over the tradesman’s entrance, 
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and something probably to say that one can buy foreign 
exchange in the window of the morning room. Still, how 
grateful one should be to this bank and to its architect, 
with all the rubbish that is being erected everywhere in 
these towns and villages round London, making it im- 
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THE SOUTHAMPTON DOCKS BRANCH 
possible to live in decency within fifty miles of Charing 
Cross—I mean for the ordinary man who cannot afford to 
seclude himself in a park of his own—for adding to the 
real amenity of a neighbourhood in this way. Where 
beautiful Georgian things are everywhere being destroyed 
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here is a new one, born out of its proper time no doubt, 
but equally beautiful. One may feel as grateful to them 
as one does to the occasional rich E nglishman who buys 
back to-day some fine old picture from America that had 
formerly belonged to us. 

The Southampton Docks branch is something of the 
same kind in a more Queen Anne-like style. Though 
a very striking building it is not so perfect in its affectation 
of a past period. A real Wren building, for instance, 
would not have shown, in my opinion, so great a contrast 
between the strong rusticated ground floor and the elegant 
first floor, dramatic as it is. Nor would there have be en 
quite so much gaiety, shall we call it? I do not like to 
use the word “ fuss’ in connection with these excellent 
architects, as the double sets of serrated quoins give 
when placed so near one another. Here again I would 
like to know very much about the interior. The banking 
hall is presumably on the ground floor yet that has the 
lower windows. Does the bank in this case ask its 
customers to walk up a stately stone or marble staircase 
to a fine hall on the first floor—the piano nobile? The 
tall central window certainly suggests this. With such 
striking compositions it is more than ever necessary to 
know their plans and sections before justice can be done 
to them. One’s feeling at present is that a couple of 
flunkeys in plush with powdered wigs stand behind the 
two small ground floor windows and wave one on, 
upwards and onwards, to something unique and splendid 
under a cut-glass chandelier; but I fear it is not so. 
Buildings, like human beings, should not disappoint one 
as one gets to know them better. 

The Colchester branch, with its ornate Corinthian 
Order, balustrade, urns, arcade, pedestals—the whole bag 
of tricks—can only be explained by the extraordinary 
sensitiveness these architects show to local peculiarities. 
Here the local peculiarity is the late Mr. John Belcher, 
R.A.’s flamboyant Town Hall, which dominates Colchester. 
I know its character well, for I helped to make the 
drawings nearly forty years ago. This is a_ kind 
explanation, but not perhaps an entirely satisfactory 
one. We will pass on quickly to another and happier 
example, our last. 

It is the little single-storey branch at Bourne, a simple 
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composition of three arches below a parapet, yet how 
delicately and charmingly carried out and what a contrast 
to Colchester! Notice the delightful way in which the 
architects have relieved the divisions of the two big 
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THE COLCHESTER BRANCH 
windows by a marginal light running round and finished | 


with its own little columns and cornices. The same 
delicacy is shown in the impost mouldings of the piers, 
in the slight recessing of the panels in the parapet, in the 
fluting of the stone band on which the name of the bank 
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appears. As Robert Adam so often proved, the way to 
get the right massive effect out of brickwork is not by 
ador ning it with heavy features but by the contrast of 
delicate ones. I think perhaps above such a refined classi- 
cal building, not attempting to be rustic in any way, it 
was a mistake to have variegated slates, even if they were 
already on the site when they covered the preceding 
building. Once more I fancy the architect’s sympathy 
with local feeling, which elsewhere has led to so many 


THE BOURNE BRANCH 


of this bank’s successes, has here led him astray. But that 
is nothing to the failure of the bank itself in allowing its 
tenant in the cycle shop next door to behave in so 
disgusting a manner. Surely a bank kncws how to 
bring pressure to prevent such lettering and adve rtising. 
One always understood banks knew how to practise this 
gentle art better than anyone. Let them do it here and 
quickly for their own premises next door are being ruined 
by their own tenant. 








